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SUBPART A
SBA LENDER AND CERTI FIED DEVELOPMENT COM PANY
PARTICIPATION REQUIR EMENTS

PURPOSE OF THIS SUBRART

This subpart contains the requirements for lenders and Certified Development Companies
(CDCs) to participate in SBA lending programs. This subpart also explains the different levels
of delegated status SBA grants to lenders and CDCs, as well as hovg lend€DCs maintain
their participating status with SBA. Finally, this subpart gives a brief overview of how SBA
oversees its participating lenders and CDCs.

When the policy set forth in thisuBpartdoes not adequately address the unique circumstances
regarding a particulanatter an exception to policy may la@proved by the Director of the
Office of Financial Assistance (D/FA). The D/FA may not approve an exception to policy if
such exception would be inconsistent witktaute or regulation. A geest for an exception to
policy must be submitted the Loan Guaranty Processing Center (LGRCY(a) applications
and tothe Sacramento Loan Processing Center (SLPC) for 504 applicalibagrocessing
centerwill analyze the request and make a raotendation to th®/FA, or individual acting in
that capacitywho will make the final decisionThe decision must be documented in the file.
This procedure may only be used in situations wherenor deviation from standard policy is
necessaryor the pecific situation Exceptions to policwill be consideredn a casédy-case
basis and the decision will only apply to the spec#iguest

CHAPTER 1: 7(A) LENDERS

THE 7(A) LOAN PROGRA M

A. The 7(a) Loan Program is authorized by section 7(a) of the Small Business Act and is
governed by the regulations outlinedHart 120 of Title 13 of the Code of Federal
Regulations (CFR)

B. This multipurpose business loan program is administered as a deferred participation
program where SBA guarantees a portion of the loan made égdet. The Lender
initiates the loan to a small business and, if the SBA agrees to guaranty the loan, the
Lender funds and services the loan. In the event of default, the lender conducts the
work-out or the liquidation efforts and the Lender and SBA simattee loss, if any,
in accordance with the percentage guaranteed by the SBA.

C. Definitions applicable to this subpart can be founti3arCFR 103.,1105.201 120.1Q
120.420and120.802
Il. BECOMING A 7(A) LEND ER

A. The following lenders may apply to participate with SBA as a 7(a) lender:

1. Federally Regulated Lendetacluding those lenders regulated by Federal
Financial Institution Regulators (e.qg., the Federal Deposit Insurance
Corporation, the Federal Reserve Board, the Office of the Comptroller of the
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Currency, the Office of Thrift Supervision, the National Cré&thion
Administration, and the Farm Credit Administratipand

2. SBA Supervised_enders

a) NonFederally Regulated LendeiacludingState regulated lenders
without federal deposit or sharesurance protectiond

b) Small Business Lending Companies
B. The following lenders may not apply to participate with SBA as a 7(a) lender:
1. SBA-licensed Small Business Investment Compa(8&Cs); and

2.  Certified Development Companies (2CFR120.852 except with respect to
the Community Advantage Pilot Program

C. Process to Become a 7(a) Participating Lender
1. Federally Regulated Lenders

a) Aninstitution that has federal deposit or share insurance protection and is
a State or National bank, a $aor Federallchartered thrift institution or
a State or FederaHlghartered credit union contacts, in writing, the SBA
field office serving the geographic
is located to request to be a participating lendéth the exception of
Statechartered credit unions, these institutions automatically comply with
the Agencyb6s examination and supervi

b) When a Statehartered credit union applies to become a participating
lender:

(1) If the credit union has feda deposit or share insurance protection,
it must send its application to the SBA field office servicing the
geographic area where its principal office is located.

(2) If the credit uniordoes not have federal deposit or share insurance
protection, itmustsend to the SBA field office the items required in
paragraph 2.b) below for Nefederally Regulated Lenders.

(3) The SBA field office must contact the Office of Credit Risk
ManagemenfOCRM) and ask for a written determination by
OCRM regarding the Stateds |l evel o
examination.

(4) TheDistrict Counsemust review the application féegal
sufficiency As part of thateview, District Counsel must determine
thatthe credit union has the authority to apply for participation with
SBA and, specifically, that the person who submitted the application
has the authority to act on behalf of the credit union. Applications
submitted on behalf of a credit union by a Créthion Service
Organization (CUSO) or Lender Service Provifle3P) are
unacceptable.

c) The I enderodés written request to part
is in good standing with its primary regulator and the Lenuest
disclose any formal or informal enforcement actions or agreements within
the pasB yearsunless such disclosure is prohibited by its primary
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d)
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regulator SBA will determine if the enforcement actions or agreements
will render the lender unacceptabte 77(a) participation. If there are any
enforcement actions or agreements the application must be forwarded to
the Office of Capital Access (OCA).

The SBA field office must determine whether the lender meets the
requirements 013 CFR 120.416o be a 7(a) participanif.the field office
determines that thender meets these requirements, it may enter into a
Loan GuarantyAgreement with the lender. Both parties will execute a
Loan Guaranty Agreement (Deferred Participati®@BA Form 750

and/or a Loan Guaranty Agreement (Deferred Participafor Short

Term LoansSBA Form 750B Once the SBA Form 750 is executed, the
SBA field office will add the lender to the SBA Partner Information
Management System (PIMS) which identifies the lender as an SBA
participating lender.

2. NonFederally Reglated Lenders

a)

b)

Non-Federally Regulated LendgiidFRLs), including State regulated
lenders without federal deposit or sharsurance protection (such as
Business and Industrial Development Compari#BCOs)) must file an
application (in duplicate) containing the information and documents
specified below with the SBA field office serving the geographic area
wher e t h encipatofficeaesrodased. p

The | ender6s application must includ

(1) Lenderdéds name, address, telephone

2) A copy of |l ender 6s Ar-lawscdrtiiesibyof | nc
an appropriate officer;

3 Amount of t he ladditiotad paiéirscapitay pi t al and

4 The I ender6s proposed geographical

(5) A list of officers, directors, associates and holders of 10 percent or

more of any class ofi As decil aneeo 6aT

defined in1l3 CFR 120.10.

(6) A copy of the most recent audited fin@icstatements on any entity,
other than natural persons, holding 10 percent or more of any class

of the I enderods stock.
(7) An organizational chart showing the relationship of the lender to any
Associates.

B8 A copy of AStat eme3BAFoonflORsEgnesio n a l H

and dated within 90 days of submission to SEhgachperson
listed under above itend).

(99 Acopyof t he | ender 0 sesgoeeiningbusieess an d

loan origination, servicing, and liquidation.

(10) A certification that the lender will not be engaged primarily in
financing the operations of an Affiliate, as defined thCFR
121.103

Effective Date: October 1, 2011 7
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(11) A copy of the State or Federal statute or regulations governing the
|l ender 6 s o0 per asepedamniag to audit,examidatiomg t ho
and supervision of the lend&ach lender bears the burden of
demonstrating that it is subject to continuing supervision by a State
or Federal regulatory authority satisfactory to SBA.

(12) A copy of the latest report covag the examination of the lender, if
such report can be released to SBAhe report cannot be released
or the lender is newly formed and has not been examined by its
primary regulator include a statement to that effect.

(13) A copy of the most recent auditéinancial statements of the lender.

(14) A copy of the license, if any, issued to the lender by a regulatory
authority.

(15) A certified copy of a Resolution of the Board of Directors
designating the person(s) authorized to submit the application on
behalf of thdender.

(16) A copy of a satisfactory opinion of independent counsel that the
lender complies with applicable Federal, State, and local laws in the
formation and organization of the company, and with appropriate
Federal and/or State security laws; and is cheditéo conduct its
business in the proposed operating afed.1 ndependent Coun

counsel that is not anl36Rssoci ateo
120.10)
Once submitted to the SBA Field Office, SBA must perform the following
steps in evaluating the I enderés app

(1) Review and comment on the suffioey of all of the requested items
in the application.

(2) Comment on the qualifications of t
participation requirements it83 CFR 120.410and

3 Make a recommendation to approve o
application.

The SBA Field Office must keep a copy of the application and submit the
original of the application along with its recommendation to the Director,
Office of Financial Assistang®/FA).

The D/FA or designee, in consultation with the Director, Office of Credit
Risk ManagementD/OCRM), makes the final determination on the
application and notifies the SBA Field Offidéthe application is

approved, the SBA Field Office executes an SBA Form 750 and/or SBA
Form 750B, with the lender andrgis a copy of the executed agreement to
the D/FA.The D/FA or designee will create the electronic record of the
lender.

SBA Regulated Lenders (Small Business Lending Companies

A SmallBusiness Lending Compai$BLC) is anondepository lending
institution that is SBA licensed andasthorized by5BA to only make loans

Effective Date: October 1, 2011
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pursuant to section 7(af the Small Business Act and loans to Intermeelsain
SBAG6s Mi cr olSeedChapter@fahgs Subpart

D. Loan GuarantAgreemeni SBA Form 750 and SBA Form 750B

1.

The Loan Guarantfigreement provides a basic framework for the
responsibilities and duties of thender and SBA when making, closing, and
administering any individual SBfuaranteed loarfl3 CFR 120.400This
agreement i s subject to SBAG6s rul es
time.

SBA Form 750 governs loans with a maturity of 12 months or greater. A lender
must execute this agreement priostdbmitting any applications for guaranty to
SBA. SBA Form 750B governs loans with a maturity of less than 12 mdhths.
the lender intends to approve loans with a maturity of less than 12 months, it
must also execute SBA Form 750B.

E. Responsibilities o¥(a) lenders

1.

In making SBAguaranteed loans, 7(a) lenders:

a) Submit applications for guaranty with all required forms, documentation
and credit analyses, to the designated SBA processing center for review.

b) Execute the Authorizatignvhichis prepared by SBA.

c) Close the loan in accordance with the Authorizgtadhpolicy and
regulations.

d) Maintain complete loan files.
e) Service the loan in accordance with SOP 50 50 and regulations.
f)  Liquidate the loan in accordance witB 50 51 and regulations.

g) Comply with SBA Loan Program Requirements for the 7(a) progi&m
CFR 120.10, as such requirements are revised from time to time. SBA
Loan Program Requirements in effect at the time that a Lender takes an
action in connection with a particular loan govern that specific adtmmn.
example, although loan closing requirements in effect when a lender
closes a |l oan wil/| govern closing
the same loan are subject to the liquidation requirements in effect at the
time that a liquidation action isken. (3 CFR 120.180

h) SBA Loan Program Requiremantenter contacts and other information
can be founa http://www.sba.gov/foflenders

i)  Individualsdebarred under the SBA or Governmyamtle debarment
regulations may not conduct business with SBwluding participating in
an SBAguaranted loan Lenders may consult the Excluded Parties List
System (EPLS) to determine if amployee oAgent has been debarred
or suspended by SBA or another federal agenoyw(.epls.gov)

To participate in the Small/Rurbeénder Advantage Initiative (S/RLA):

a) Alender must be in good standing with SBA and must have processed an
average of 20 or fewer SBA loans annually over the last 3 fiscal years.
The Loan Guaranty Processing Center (LGPC), when processing S/RLA
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loan apflications, will screen each application to ensure that the lender has
processed an average of 20 or fewer SBA loans annually over the last 3

fiscal years. The LGPC will request that any lender that has processed

more than an average of 20 SBA loans argualer the last 3 fiscal years
resubmit the application using stand
delegated lender programs.

Non-SBA lenders must be approved by SBA to participate in the 7(a) loan
guaranty program before they can participate in $/RL

To participate in the Small Loan Advantage (SLA) initiative:

A lender must have an active Supplemental Guaranty Agreement for the
Preferred Lenders Program (PLP). For further discussion of the PLP program,
see paragraph IV.B. of this Chapter.

To paricipate in the Export Working Capital Program (EWCP):

a)

b)

d)

An existing SBA lender may contact the local United States Export
Assistance Center (USEAQ®J the local SBA field officeo request
authority to participate in the EWCP. (A complete listing of USEAC
locations and personnel may be foundratv.sba.gov/oi) The USEAC
or field office staff will provide the lender with the Supplemental
Guarantee Agreement Export Working Capital Program (SBA Form
750EX), which the lenek must execute and return to the USEAC.

Non-SBA lenders must be approved by SBA to participate in the 7(a) loan
guaranty program before they can participate in EWCP. Such lenders also
may contact the local USEA@ local SBA field officeto request

authaity to participate in SBA lending.f the lender meets the criteria set
forth in paragraph Il above, the USEACfield office staff will provide

the lender with SBA Form 750 and/or SBA Form 750B, as appropriate,
and SBA Form 750EX, which the lender masecute and return to the
USEAC.

The Regional Manager of SBAOs Export
USEAC will consult, advise and train lenders and small business exporters
on the procedures and benefits of SB

To request authority tparticipate in the Preferred Lender Program (PLP)
for EWCP, see paragraph IV.B.5 of this Chapter.

Preferences

a)

b)

A lender may not take any action in connection with an $Baranteed
loan that establishes a preference in favor of the le(2CFR 120.41)1

A lender must be particularly caretalavoid esthlishing a preference
when using its delegated authority (for example, reducing its existing
exposure to the borrower through the use of an SBA guaranteed loan).

A lender must not;

(1) Take any side collateral or guaranty that would secure only its own
interest in a loan;
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(2) Obtain a separate guaranty on the unguaranteed portion of the 7(a)
|l oan without SBAOGs apguaramtyal , such
program or arrangement;

(3) Require a borrower to purchase certificates of deposit;
(4) Maintain a compensating balanoat under the control of the

borrower;
(5) Take a side loan which would have the effect of ensuring drask
orlimitedr i sk i nvestment on the partici

(6) HaveanSBAguar anteed | oan in a fApiggyhb

(&) Piggyback financing occurs wheme or more lenders provide
more than one loan to a single borrower at or about the same
time, financing the same or similar purpose, and wtiere
SBA-guaranteé loanis secured with a junior lien positiar
no lien position on the collateral securing thorguaranteed
loan(s)

(b) SBA does not consider a scenario where both loans are for

working capital and the ne8BA guaranteed loan is secured
only by working capital assets to be a piggyback structure.

(c) SBA does not consider a shared lien position wighlémder
(pari passu) as a piggyback structure.

c) Under the following circumstances, a lender may make a side loan to
purchase stock of the participant (as may be required by certain lenders
such as Farm Credit Administration entities):

(1) The enabling authdy of the lender requires the purchase as a
condition for making the loan.

(2) The lender makes a separate side loan not guaranteed by SBA for the
borrower to buy the stock or debenturBlse side loan must be
subordinated to the SBA loan, but the lender mald a first lien on
any stock collateralizing the side loan.

(3) The interest to be charged on the side loan must not exceed the
maximum rate of interest acceptable for SBdaranteed loans, and
the maturity of the side loan must not be less than that &BiAe
guaranteed loan.

(4) Inthe event of default, either on the side loan or the-§Ba&ranteed
loan, the lender may not take any action to collect or liquidate the
side loan, except canceling or retiring the stock securing the side
loan, until the SBA loan Isabeen fully liquidated.

6. Ethical RequirementBlacedon alLender

SBA lenders must act ethically and exhibit good chara(8rCFR 120.140

Conduct of a |l endero6s Associates and st
lender.Lenders are required to notify SBA immediately upe@soming aware

of any unethical behavior by its staff or its Associates. Examples of unethical

behavior are found at 13 CFR 120.140.
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a) Conflicts of Interest

(1) A lender or its Associates may not have a real or apparent conflict of
interest with a small busiss or SBA(13 CFR 120.14@nd13 CFR
Part 10%

(2) Factorghat may indicate a conflict of interest

Lender must exercise care and judgment in determining whether a
conflict of interest exists and document the file in de8HBA will

not guarantee a loan if the lender, its Associates, partner or a close
relative:

(@) Has a direct or indirect financial or other interest in the Small
Business Applicant; or

(b) Had such interest within 6 months prior to the date of
application.

SBA reserves the right to deny liability on its guaranty in the event
that the borrowerefaults, f the lender, its Associates, partner or a
close relative acquires such an interest at any time during the term of
the loan.

b) The Standards of Conduct Counselor for the Agency is the Designated
Agency Ethics Official (13 CFR 105.402(3)

c) Standards of Condu¢ti C o n fl Init cetAppmitals )

(1) If aSmall Business Applicaititas as an employee, owner, partner,
attorney, agent, owner of stock, officer, director, creditor or debtor,
an individual who, within 1 year prior to the loan application, was an
SBA Employee (as defineby13 CFR 105.201(3)the loan
application must be approved the Standards of Conduct
Counselor. 13 CFR 105.203()

(2) If a Small Business Applicant has, as its sole proprietor, partner,
officer, director, or stockholder with a 10% or more interast, a
individual who is ar6BA Employee(as déined by13 CFR
105.201(a) or aHousehold Mmberof anSBA Employee, the loan
application must be approved by the Standards of Conduct
Committee at SBA Headquarter&l3 CFR 105.200A A Househol d
Member o6 of an SBA Employee include

(@) The spouse of the Employee;
(b) The minor children of the Employee; and

(c) Theblood relatives of th&mployeeand the blood relatives of
t he E mpspoose,evhodeside in the same place of abode
as the Employee.18 CFR 105.201(q)

(3) If a Small Business Applicant has, as its sole proprietor, general
partner, officer, director, or stockholder with a 10% or more interest,
or a household member of such individual, atividual who is a
Member of Congressn appointed official of the legislative or
judicial branch of the Federal Government, a membemployee
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of a Small Business Advisory Counalk, a SCOREvolunteer the
loan application must be approved by the Séads of Conduct
Committee. (13 CFR 105.301(@nd105.302(a)

d) When a Standards of Condugiprovalis required, he applicatiorshould
be processed by the appropriate processing center and, if appropriate, be
conditionally approvedndforwarded to the Standards of Conduct
Counselor or Standards of Conduct Committee (through the Standards of
Conduct Counder). The Standards of ConduCbunselomwill notify the
processing center difie final Agencydecision and the processing center
will notify the lenderaccordingly

e) Other Government Employees

A Small Busines#pplicant must submit a statement of no abgn from
the pertinent department or military servicésfsole proprietor, partner,
officer, director, or stockholder with a 10% or more interest, or a
household member of such individualais employee of another
department or agency of tkederalGovernmen{Executive Branch)
having a grade of at leaSiS-13 (or its equivalent) or higher.

(13 CFR 105.301(3)
7. Forward Commitments

A forward commitment exists when a lender issues a commitment to a builder

or developer to finance future sales of real esfdte.SBA will not gueantee

loans made by the lender to small businesses to purchase such realeistate.

Is a potential conflict of interest for the lender because of its predisposition to

make SBA loans in order to honor their prior agreement with the builder or
developerSuch | oans are ineligible for SBAO
the lender gets a fee for issuing the commitment.

8.  Advertising of Relationship with SBALB CFR 120.413

a) Generally A lender mayublicize itsrelationship with SBA, including
identifying itself asan SBA patrticipating lendetby placing the
appropriateéSBA-approveddecal on the window of the lending institution
or placing identical decal icons on its websftdender may not use the
SBA logo in any manner in any advertisement, brochure, publication or
promotional piece, or ate or imply that the lender or its borrowers will
receive any preferential treatment by SBA.

b) Use of Window DecalsThe SBAapproved lender decal may only be

used to inform the public of the | en
not be used to promote,r appear to proSBAte, the |
products or services. Window decals are available from SBA district

offices.

c) Use of Decal Icons on Websitdhe SBAapproved lender decal icon is
an exact replica of the window decal and may only be used tonrfee
public of the | enderds relationship
promot e, or appear tSBAwpadocao seevices.t he |
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(1) When using the SBApproved lender decal icon on a website, the
lender must include the following publit@at e ment , A Appro
of fer SBA | oan products under SBA
(or SBA Express Program, etc.).

(2) The lender decal icon may be downloaded from, and must be used in
accordance with SBAO6s | ender decal
http://www.sba.gov/content/advertisistyarelationship

d) Oversight A lenderdés usage of the windo
identical decal icons on its website may be reviewed as part of the
A g e n c y ér eversightractivities.

o <

HOW SBA OVERSEES 7(A LENDERS
SBA oversees 7(a) lenders through:

A. Loan and Lender Monitoring System (L/LMS)

1.

L/LMS is an internbSBA data system that includes the uséisforical data
andpredictive small business credit scoriidl. SBA 7(a) loans with an
outstanding balance are creddored quarterlyThese data are aggregated,
analyzed and evaluated to assess the credityjofkeach individual SBA

|l ender 6s p oegudranteed loanSBA usesstiBsAnformation to

monitor the performance of 7(a) lenders individually and in comparison to their
peers.

Using SBAOGsSs L/ LMS system, SBAatagsi gns ¢
The composite rating reflects SBAOGS as:
government of that 7Thespecific penfaineanceé s S BA p
factors which comprise the composite rating are published from time to time by
SBAOGs O@BnEral, these factors reflect both historical 7(a) lender

performance and projected future performai&i®A performs quarterly

calcul ations on the common factors for
compositeisk ratings are updated on a quarterly basis.

SBA has established peer groups to minimize the differences that could result
from changes in loan performance for portfolios of different sikles.peer
groups are based upon outstanding SBA dollarsfand(a) lenders they are:

a) $100,000,000 or more

b) $10,000,000 $99,999,999

c) $4,000,000 $9,999,999

d) $1,000,000 $3,999,999

e) $0-$999,999 (with at least one loan disbursed in past 12 months)

f)  $0-$999,999 (with no loans disbursed within the past 12 months)

SBA assigns a composite rating of 1 to 5 to each 7(a) lender based upon its
portfolio performance, as reported in L/LM&rating of 1 indicates strong
portfolio performance, the least risk, and requires the lowest degree of SBA
management oversight (rekaito other 7(a) lenders in its peer groupp

rating indicates weak portfolio performance, the highest risk, and requires the
highest degree of SBA management oversi@deel3 CFR 120.1@definitions
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related to Risk Ratingl3 CFR 120.1018Risk Rating System), arkb FR
9257 March 1, 2010 and 75 FR 13145, March 18, 20(Risk Rating Notics).)

B. Lender Prtal

1.

SBA communicates lender performance to individual 7(a) lenders through the
use of SBAO qPoitad.Thd Rortal dlaws & 74al) lender to view its
own quarterly performance data, includibgt nd limited to,its current

composite risk ratingndpeer and portfolio averagd®ortal data includes both
summary performance and credit quality d&ammary performance data is
largely derived from data that 7(a) lenders provide to SBA through SBA Form
1502 and 172 Reports, therefore, 7(a) lenders bear much of the responsibility
for ensuring data accurady.a 7(a) lender reviews its performance components
and finds a discrepancy with its records, the 7(a) lender should contact OCRM

SBA 7(a) lenders with at least 1 outstanding SBA loan may apply for the Portal
accessCurrently SBA issues only one Portal user account per 7(a) lender.
Submission of initial requests for a Portal user account musilbuaitted to
SBAOGs adRrMst include the following information:

a) Request must be made by a senior officer with proper authority of the 7(a)
lender (Senior Vice President or higher);

b) Requestmustbeserit\a r egul ar or overniaht mai
409 Third Street, SW, Washington DC 20416, ATTN: Director, Office of
Credit Risk Management;

c) Request must be made using the 7(a)

d Requesmust include the userds business

e) The stationery and business card sho
and address;

f)  The request should include the following data:
(1) SBA FIRS ID Number(s);
(2) Account wuser name and title;

S
(3 Account user 0 tlephee numnbergandeechall adersss ,
at the 7(a) lender;

(4 Requesting officeréds name and tit]

(5) Requesting officeréds mailing addre
address at the 7(a) lender.

g Once SBA receives and approvetse t
approval to SBAG6s Port al contrac
and passwordlhe Portal contractor will email the user his or her user
name and password within approximately two weeks of account approval.
The user can then access its datéolging into the SBA Lender Portal
web pageBefore accessing the Portal, lenders must agree to the terms of
a Confidentiality Agreement which is found on the SBA Lender Portal
web page.

h) Lenders are responsible for complying with amaintaining the Portal
user accounts and passwords as set forth in the Confidentiality Agreement

A

he u
tor
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on the Portal web page, and as published by SBA from time to time.
Lenders are also responsible for timely informing SBA to terminate or
transfer an account the person to whom it was issued no longer holds
that responsibility for the 7(a) lendéenders must take full responsibility
for protecting the confidentiality of the user password and the 7(a) lender
risk ratingand confidentiainformation and for esuring the security of

the data.Seel3 CFR 120.160.

C. Off-site monitoring and oasite reviewqd13 CFR120.1025nd120.10% - 1060.

L/LMS provides performance information that allows SBA to monitor@rtuct
off-site reviews of all lender©ff-site monitoring serves as the primary means of
reviewing lenders with less than $10 million in SBA dollars outstanding although
SBA may determine in its discretion to conducisite reviews of these lende&BA

will contact the lender if the review detects performance issues or trends requiring
further discussion.

1.

For lenders with more than $10 million in SBA dollars outstanding L/LMS
details historical and projected performance data:

a) For use in planning antbnducting orsite reviews or examinations;
b) To assist in prioritizing oisite reviews or examinations; and
c) As a system to monitor lenders betweersta reviews or examinations.

Additional information regarding esite reviews and examinations can be
found in13 CFR 120.1050060andS B A 8GP 51 00

Additionally, in accordance with3 CFR 120.1010 a | ender must al
authorized representatives access to its SBA files to review, inspect and/or copy

all records and documents relating to SBA guaranteed wassrequested for

SBA oversight

SBA may request reports on a case by case basis.

Lender oversight feetenders are required to pay SBA fees to cover the costs
of examinations and reviews and, if assessed by SBA, other lender oversight
activities.(13 CFR 120.1070

a) The fees may cover:

(1) The cost of condeting onsite safety and soundness examinations of
an SBA Supervised Lende8BLCs andNFRLS);

(2) The cost of conducting an gite review of a 7(a) lender;

(3) The cost of conducting oHite reviews/monitoring of a 7(a) lender
includingthe SBAassessed charge based on t
SBA-guaranteed portfolio; and

(4) Any additional expenses that SBA incurs in carrying out lender
oversight activities.

b) Forthe onsite examinations or reviews conducted ur{dg@and(b)
above, SBA will invoice each lender for the amount owed following
completion of the examination or review.
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c) For the oftsite reviews/monitoring conducted undeyabove, and other
lender ovesight expenses incurred unddj above, SBA will invoice
each lender on an annual basis.

(1) The invoice will state the charges, the date by which payment is due
and the approved payment method(s).

(2) The payment due date will be no less than 30 calendarfrdelyshe
invoice date.

d) SBA may waive the assessment of the fee u(@dor those lenders
owing less than a threshold amount below which SBA determines that it is
not cost effective to collect the fee.

e) Payments that are not received by the due datetsheonsidered
delinquent, and SBA will charge interest, and other applicable charges and
penalties as authorized by 31 U.S.C.3A7.l ender 6s fail ure
the fee components described above, or to pay interest, charges and
penalties that haveeen charged, may result in a decision to suspend, limit
or revoke a | end e ringlgdingbutandt instedéosa a par
participant 6s.(IBE€FRIGEIONMI aut hority

D. Supervision and enforcement

1. An integral part of overseeing the 7(a)
supervise antbke enforcement actions as necesg&wyr. further guidance on
Lender Supervision and Enforcement, see SOP 50 53.)

2. The D/FA has responsibility for the dé&grday management of lendewith an
SBA risk rating of 1, 2 or 3WVith the exception of servicing actions on
individual loans which will be reviewed by OF#fe D/OCRMis responsible
for day-to-day management, including approving delegations of program
authority, of lenders with an SBA risk rating of 4 o('BO FR 21262, April 25,
2005

3. The DIOCRM (either directly or through theenderTransaction Team (LTT),
Sacramento Loan Processi@gnter (SLPQ)and the DFA will provide a
recommendation prior to the approval of delegated lender authority by the
appropriate SBA official.

E. Suspension or v@cation

1. SBA may suspend or revoke the authority of a lender to conduct 7(a) program
activities, in accordance with 13 CHR0.1406160Q

Examples of circumstances that may result in suspension or revocation under
the above cited regulation include but are not limited to:

a) Continuous or substantial failure ¢comply withSBA Loan Program
Requirementsincluding but not limited to, lender eligibility requirements
and prudent lending requirements

b) Consistent failure to properly report on loan disbursements and; status

Cc) Less Than Acceptable esite examination/review assessment or repeated
Less Than Acceptable Risk Rating, the latter generally in conjunction with
other grounds
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2.  SBA will notify the lender of a proposed suspension or revocation
accordance with3 CFR 120.1600rhe lender will be provided an opportunity
to respond prior to final action.

TYPES OF 7(A) LENDERS WITH DELEGATED AUTHO RITY
A. Certified Lenders Prografl3 CFR 120.440D

More experienced SBA lenders are deha higher level of authority under the
Certified Lenders ProgragCLP) and receive expedited processing of loan

applicatonsThese | enders are designated as ACLI
1. Qualifications of a CLR.ender
A CLP Lender mustlemonstrate that:it
a) Caneffectively process, close, service and liquidate loans; and
b) Has asatisfactory performance history with SBA, including the
submission of coplete and accurate loan guaranty application packages;
(1) Packages demonstrate strong knowledge of SBA forms and
procedures;
(2 Credit analyses demonstrate solid
eligibility and credit criteriaand
c) Has keen currentin filing SBA redred 1502 reports and in remitting

required guaranty, servicing and review fees.

2. Process to become a CLBnder or to renew CLP status3(CFR 120.44)1

a)

b)

A lender may request CLfatus or a field office may nominate a lender.

The lender may send a written request to its local SBA field offite

l ender6s written request must includ
standing with its primary regulator and the Lender must disclose any

formal or informal enforcement actions or egments within the pa3t

yearsunless such disclosure is prohibited by its primary regulS®A

will determinein its discretionf the enforcement actions or agreements

will render the lender unacceptable €@itP participation. If there are any
enforcement actions or agreements the application must be forwarded to

the Office of Capital Access (OCA).

The local SBA District Director will consider whether the lencemtinues
to meetthe requirements df3 CFR 120.41@ be a 7(a) participasind
meets the galifications identified above imitially approving or
renewing a |l enderds CLP status.

3.  Supplemental Guaranty Agreement

a)

When CLPstatus isnitially approved or renewed, tfield office notifies

the lender that it has beemtially approved or renewed as a CLP Lender

and sends a ASuppl e mEaertifieal Lendersar ant y A
Program (CLP), SBA Form ®do8T™® signed
lender must sign and return the SBA Form 1186 to the field office before

the Il enderés CLP status is effective
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received by the field office, itwii pdat e PI MS wi th the |
status and ternThe term ofCLP status may not exceed 2 years.

b) If the District Director declines a request for initial C&fatus or renewal
of CLP statusthe lender may appeal to the D/FA, whose decision will be
final. The D/FA will consuliwith the D/OCRMon each appeal.

4.  Authority and Responsibilities

The SBAOGOsSs business | oan eligibility rec
contained in this SOP apply to all Cldans.A CLP Lender must stay informed
of and apply all of SBA Loan Program Requirements.

a) Eligibility Requirements for CLProcessing

I n addition to SB /Algbilityygseandadsale busi nes
following additional restrictions apply to CLBans:

(1) Loans not eligible for CLProcessing:

(@) Any pilot program unless SBA specifically authorizes ofse
CLPfor the pilot and

(b) Export Working CapitaProgram (EWCP).
(2) Additional Restrictions Specific to CLP

(a) Existing SBA loanlf an applicant businessraady has an
SBA loan, the lender may make the ClbBn only if the
existing SBA loan is current.

(b) Reconsiderationsf declined loan applications must not be
submitted under CLBrocedures, but may be submitted under
Standard 7(a) procedures.

(3) Credit Analysis

The lender must perform a thorough and accurate credit analysis of

the applicant and include its analysis in its credit memorandum

which shall beetained inthe loanfilelthe | ender 6s concl
must be thoroughly supported in the file.

(4) Application Procedure

The CLPloan packages include the same forms and information as

regular 7(a) loan package’s CLP Lender must ensure that all

required forms and submissions are complete and must prepare a

draft of the SBA Authorizatioto include with the packag&he loan
package should be cl earllandomiter ked f
mailing enelope, fax cover or email subject line.

(5) SBA Processing Procedure

The SBA reviewer relies heavily on the information the lender

provides.For CLPloans, SBA still makes both credit and eligibility

decisions about wiieer to guarantee theloanf t he | ender 6s
presentation is not adequate for CLP processing, the LGPC may

convert the application from CLP to regular processing.
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(6) Post Approval Responsibilities

(@) Lender will notify SBA of the first disbursement by entry on
SBA Form 1502 (1502).

(b)) TheCLPLender 6s servicing and | iqui
CLP loans are set forth in sop850and50 51

5. Affiliation Issues/Change of LendAuthority

a) If a CLPLender makes a major change in its structure or organization, it
must tell the SBA field office in writingviajor changes include:

(1) Acquisition by another entity;

(2) Merge into another legal entity;

(3) A change of name;

(4) Substantial changes in management;

(5) Substatial changes in how the lender handles SBA loans; or
(6) Take over or closure of the lender by a regulatory agency.
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If a CLP Lender continues as thesame
legal entity that signed the CLP
agreementand. . .

Then . ..

(1) The CLPLender changes its name.

The LTTrecords the name changeh e |
CLP authorityis not changedA new CLP
agreement is not needed.

(S (

(2) The CLPLender is acquired by anothe
entity. The CLP lendecontinuesas a
separate legal entity.

The LTTrecords the holding company nariée
| e nd e rabtBorit@sln®t changedA new
CLP agrement is not needed.

(3) The CLPLender acquires another
lender.The acquired lender does not
continue as a separate legal entity.

The CLP lender maycontinue tomake CLPoars
under its CLP authority unless there is a
substantial change in its ability to make CLP
loans

(4) The CLPLender acquires another
lender.The acquired lender continues as |
separate legal entity.

The acquired letler may not make CLBans.
The acquired lender mapply forCLP authority.

(5) The lender is closed or taken over by
regulatory authority.

The | e n daethoitydermihatés
automaticallyand the lender must cooperate wit
SBA to transfer responsibility for servicing and
liquidating its CLP loan portfolioThe LTT
notifies the lender, SBA field office(s), and the
LGPC that the lender may not make aeyv
loans.

(6) The lender changes its operations so |
it cannot process SBA loans as required |
the CLPProgram.

t he |
or rev

The SBAwiln ot renew
authorityorwills u s pe n d
CLP authority.

If a CLP Lender does not continue as the
samelegal entity that executed the CLP
agreement and . . .

Then . ..

(1) The CLPLender is merged into a nen
CLPLenderThe original
SBA operations are unchanged.

The originalCLP lenderno longerhas the

authority to make CLP loan$he surviving
lendermay apply for CLP authoritgnd execute ;
CLP agreement.

(2) The CLPLender is merged into anothe
CLP Lender.

Theoriginal CLP Lenderno longer has the
authority to make CLP loans under its
agreementsvith SBA. However,CLP loans can
be made under the sur
agreements and the surviviGg P Lenderis
responsible for servicing and liquidating the
original CLP Lender 6s

Effective Date: October 1, 2011
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(3) The CLPLender is dissolved. The | e n daethoiitygo m@Kke ELP loans
automaticallyterminates and the lender must
cooperate with SBA to transfer responsibility fc
servicing and liquidating its CLP loan portfalio
The LTT notifies the lender, SBA Field Office(y
and the LGPC that the lender may not makg
newloans.
6. Monitoring and reviews
See Paragrapli.A throughC of this Chapter for further information on
monitoring and reviews.
7.  Supervision aneénforcement
See Paragraplhi.D of this Chapter for further information on supervision and
enforcement.
8. Suspensiom@and revocation

22

SBA may suspend or autheritymkaoeordancd wthBd er 6 s
CFR 120.1404160Q

B. Preferred Lenders Program (PLR3 CFR 120.450

The most experienced lenders are designated as &iders and delegatdie
authority to process, close, service, and liquidate most SBA guaranteed loans without
prior SBA review.

1.

The PLPLender

PLP Lenders are authorized to make SBA guaranteed loans, subject only to a
brief eligibility review and asgnment of a loan number by SBK. addition,

they are expected to handle servicing and liquidation of all of their SBA loans
with limited involvement of SBA.

Quialifications forinitial PLP Consideration

a) The lendemust demonstrate that it
(1) Has disbursed at least 5 SBA loans within the past 24 months;
(2) Caneffectively process, close, service and liquidate $&hs;

(3) Isin compliance with applicable SBA Loan Program Requirements
(as defined i3 CFR 120.10

(4) HassatisfactorySBA performances determined by SBA in its
di scretion. The Lender 6s Ri sk
considered in determining satisfactory SBA performance. Other
factors may include, but are not limited to;site
review/examination assessments, historical performance measures
(like default rate, purchase rate and loss rate), loan volume to the
extent that it impacts performance measures, and other performance

Effective Date: October 1, 2011
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related measurements and information (such as contribution toward
SBAG6sS mission)

(5) Has been current in filing SBA required 150pogs and in
remitting required guaranty, servicing and review fees;

(6) For lenders regulated by one of the federal/state oversight
authorities, is in good standing with its primary regulator by
submitting a statement to that effect and by disclosing anyalaym
informal enforcement actions or agreements within theJgsars
unless such disclosure is prohibited by its primary regu(&BA
will determinein its discretiorwhether an enforcement action or
agreement renders the lender unacceptablelfBrparticipation);

(7) s not subject to any SBA enforcement actions; and

(8) Has not received a major substantive objection from its Lead SBA
Field Office

b) SBA, in its discretion, also will consider other risk related information
(e.g., rapid growth, inadequate capitatmal supervisory actions
outstanding i | ed by the | endedds federal o

3. Process to obtain PLRatus

A lender must submit its request for P&fatus to its local SBA office with a

copy to the SLPCFor multistate lenders, the request will go to the District

where the lender is headquartered.

a The | enderés request should include:
(1) Legal name anddalress of lender;
(2) Legal name of any holding company of lender;

(3) Name, title, address, phone numbemail address and fax number
for contact person at lender for nomination process;

4 Lender6s Lead SBA Field Office (th

areainlhi ch the |l enderés headquarters
B5) A copy of the | eamddSBABoen750BA For m 75
applicable
(6) If lender is or ever was a CLEender, state how long the lender has
been CLP;

(7) If lender was previoulg a PLPLender, an explanation of why the
lender left the Preferred Lenders Program;

B8 A description of the | enderds hi st
including:
(@) When the lender was chartereaid
(b) Any recent mergers or acquisitions;

(9) Personel who will:
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b)

d)

9)
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(@) Bein charge of PLIbans for the lender and their experience
with the lender, in the industry, and with SBA loans; and

(b) Have PLPoan approval authority;

(10) Where and how PLBans will be processed, closegrviced and
liquidated,;
(11) A statementrom the lender:
(@) Thatitis in good standing with its primary regulator; and
(b) Disclosing any formal or informal enforcement actions or
agreements within the padyearsunless such disclosure is
prohibited by its prirary regulator SBA will determinen its
discretionif recent enforcement actions or agreements will
render the lender unacceptable for PLP

Field Offi ce&oudincNidethiendtiiedmd officeds o
(1) The | ender O0sfiedaficgandt wi th t he
2 The | enderds commitment to SBA | en

The SBA field office sends the | ende
recommendation to theTT.

ThelLTTd Role:TheLTTgat hers the information r .
participation request, includng t he fi el d officeds re
processing, servicing and |iquidatio
|l ender6s ability to process, cl ose,
applicableTheLTT performs an analysis, makes a recommendatidn a

sends it to the appropriate SBA official who makes a decision and notifies
theLTT.TheLTTt hen i nforms the | ender of SI

Upon approval, theTT notifies the lender and the SBA field office:
(1) That the nomination is approved; and

(2) The lengthof the preferred status, not to exceed two yekos.SBA
lenders with less than 3 years of SBA lending experience/data, the
Agency may consider performance over the period of time the lender
has been an SBA |l ender, nwt will I
preferredstatusto 1 year or less. Lenders that identify significant
differences between the performance numbers developed by the
lender and those developed by SBA (not related to a lack of accurate
1502 reporting) should contact OCRM.

TheLTT sendghe lender a Supplemental Guaranty Agreenereferred
Lenders ProgranSBA Form 1347 signed by theappropriate SBA
official. The lender must sign and return the SBA Form 1347 thThe
bef or e t h estatugeisafectivé(Agre@riems must be signed
and returned to the Center witt80 days of receipt or a new application
to the program will be required.)

TheLTT sends the appropriate field offices copies of the approval letter.
TheLTTwilent er the effecti vsaatusoathen of t he
PIMS. This is an essential step for lenders processing PLP loans.
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h) If alender is approved as a PLEnder, it will automatically be approved
as a CLALender.TheLTT will send the SBA Form 1186 to the lender for
execution along with the SBAForm134dnce approved, a | e
and CLP status extends nationally (provided the lender complies with its
lending charter).

i)  Decline of PLPapplication:

If the PLPapplication is declined, tHeT T notifies the lender and SBA

field office with the reason for declin€he lender may rapply for PLP

status when it has overcome the reason for dedimelo so, the lende

must file a request with tHeT T and must show how it has overcome the

reasons for declin@.heLTT will review the request, make a

recommendation and send it to the appropriate SBA official for a final

Agency decision. TheTT will notify the lenderirwr i t i ng of SBAGOG:
decision.

4. Process for Renewaf PLP Statug(13 CFR 120.451(%)
a) ThelLTT automatically starts the renewal process just prior to the

expirati on ostatusarhelLTe rmskefor Gommmdntks filom the
Lead SBA Fi el d Odrotessingseracimgland he SBAOGS
liquidation centersThe comments should pertain
recent PLP term and must include:
(1) Whether they recommend renewal,
(2) If they do not recommend renewal, why not;

(3) Whether the lender can process, close, servicdigudate SBA
loans;

(4 Changes in |l enderds organization o
(5) Any recurring denial of liability or repair situations with the lender;
(6) Reasons for any unfavorable loan volume or repurchase raje data
(7) Identification of any areas of concern; and
(8) An exdanation of any discussions with the lenders that may impact
the PLPdecision.

b) TheLTT contacts the lender to obtain a statement from the lender that it is
in good standing with its primary regulat@he lender must disclose any
formal or infd ma | enf orcement actions or agrt
most recent PLRermunless such disclosure is prohibited by its primary
regulator SBA will determinein its discretiorif the enforcement actions
or agreements will render the lenderacceptable for PLP.

c) TheLTTgat hers the information ULTEIl evant
performs an analysis, makes a recommendation and sends it to the
appropriate SBA official who makes a decision and notified Te The
LTT theninformsthelemer of SBAOGs deci si on.

(1) Forrenewal of its PLP statusietlender must demonstrate that it

(a) Can effectively process, close, service, and liquidate SBA
loans;
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(b) Isin compliance with SBA Loan Program Requirements (as
defined in13 CFR 120.10)

(c) Has satisfactorgBA performances detemined by SBA in its
di scretion. The Lender 6s Ri sk F
will be considered in determining satisfactory SBA
performance. Other factors may include, but are not limited to,
onsite review/examination assessments, historical
performance measures (like default rate, purchase rate and loss
rate), loan volume to the extent that it impacts performance
measures, and other performance related measurements and
information (such as contribution toward SBA missjon)

(d) Isingood standing with & federal or state financial regulator
by submitting a statement to that effect andlisglosng any
formal or informal enforcement actions or agreemauitisin
the pasB yearsunless such disclosure is prohibited by its
primary regulato(SBA will detemine in its discretionvhether
those actions or agreements make the lender ineligible for PLP
statuy;

(e) Isnotsubject to any SBA enforcement actipasd

(H Has been current in filing SBA required 1502 repartd
remitting required guarantgervicing and rédew fees

(2) SBA, inits discretionalso will consider ther risk related

information (e.qg., rapid growth, inadequate capitatmal

supervisory actionsutstanding i | ed by the | ender ds

regulatoy.

d) Notification of Renewal
TheLTT notifies the lender and Lead SBA Field Office that:

(1) The renewal is approved; and
(2) The term of the renewal.

ThelLTT sends the lender a new SBA Form 1347 signed b/ Thieon
behalf of theappropriate SBA officialThe lender must sign and retuhet
SBAForm 1347totheTTb ef or e t h erenewahidefectves P L P

e) CLP Status for PLR.enders

TheLTTr enews t h e statestodnatchdes tCedrPm of t he |
PLPrenewal. TheLTT sends the lender a new SBA Form 1186 signed by

theLTT on behalf of theppropriate SBA officialThe lender must sign

and return the SBA Form 1186tothETbef or e t he | ender 6s
renewal is effettive. When the signed SBA Form 1186 is receivée, t

LTT updates PIMS to reflect the new expiration date

f)  If Renewalis Declined

TheLTT notifies the lender and Lead SBA Field Office of the reason(s)
for decline of the PLIPenewal.The lender may not make PLP loans after
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its PLP status expire6.1 f t he | ender s PLP renewa
| e nd e rstats willind® automatically terminatef t he | ender 6s
status is not renewattior to the termination of its CLP status, then the

lender must follow the procedures described above to request renewal of

its CLP status from the local SBA field offic&.he lender may rapply

for PLP status when it has overcome the reason(s) fandetb do so,

the lender must file a request with thET and must show how it has

overcome the reason(s) for decline. TAA will review the request,

make a recommendation and send it to the appropriate SBA official for a

final Agency decision. TheTT wi | | notify the | ender
final decision.

g) Temporary Extension of PLBtatus
I £ a | e stausis éxpiring an@® SBA has not completed the

renewal process,thHef Tmay extend a | enderb6s PLP
interim period as determined by thé@RM, in consultation with the
D/FA.

h) Reinstatement

I f a | enderdos PLP status was revoked
the lender may ask SBA to reinstate its Bt&tus. However, the lender
must follow paragraph B.lII of this section.

5. PLP-Export Working Capital Prograuthority

a) Domestic lenders with an international lending unit may have concurrent
approvaltgpar ti ci pate in SBAG6s Export Worl
(EWCP).This program includes the opportunity for experienced
international trade lenders to apply for P&tRtus with its EWCP unit.

Lenders withPLP-EWCP status are delegated the same level of authority
to process, close, service, and liquidate EWCP loans as is granted to
domestic lenders with PLP authority.

b) SBA offers PLPstatus on EWCP loans to PLP Lenders through a request
fledbythe | ender 6s international unit fc
l endi ng i nst it uApplicatiororequeBtdifcludethe hor i t vy .
following elements:

(1) Legal name and address of lender;

(2) Address, city and state where | end
perfornmed;

(3) Name, title, telephone and fax numbers amdadl address of the
i nternational l ending unitds pri ma

4 A copy of the I enderdés SBA Form 75

(5) Identification of the USEAC offices the lending unit works through
on EWCP loans;
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(6) Adescriptionofthéd endi ng unitdés experience
lending, including its level of EWCP lending over the last 2 years,
Exportl mpor t Blammok) (lfieErxdi ng acti vity o)
year period, and identification of any form of delegated lender status
with Ex-Im Bank or other trade finance agencies;

(7) Identification of personnel in charge of EWCP lending, their
experience in export trade finance for small concerns, and

(8 Document ati on supporting the bank©o
contact person filinghis PLPexpansion request.

Completed applications should be directed toQfffece of International

Tr ade atisBA .OIMToshaff will be responsible facreening and

collecting information fronthe applicable SBA office®n the current

regul atory status of the | enderds do
international l ending uni t@Tswillcapabi l
forward its recommendation and the comments of the other offices to

OCRM for afinal decision. The lender must demonstrate that it

(1) Has asatisfactory history of providing trade finance to exporters

(both the I ender and the | ender ds
(2) Has he ability to develop and analyzempleteloanapplication
packages;

(3) Has keen an active participant in the EW@Rh SBA and/orwith
Ex-Im Bank for at least six consecutive months immediately prior to
the SBA field officebdbs recommendat

(4) Isin compliance with SBA Loan Program Requirements (as defined
in 13 CFR 120.1)

(5) Has satisfactory SBA performance as determined by SB# in
di scretion. The Lender 6s Ri sk Rat
considered in determining satisfactory SBA performance. Other
factors may include, but are not limited to;site
review/examination assessments, historical performance measures
(like default rate, purchase rate and loss rate), loan volume to the
extent that it impacts performance measures, and other performance
related measurements and information (such as contribution toward
SBA mission).

(6) Isin good standing with its federal ortgtdinancial regulatoby
submitting a statement to that effectdby disclosng any formal or
informal enforcement actions or agreemenmithin the pasB years
unless such disclosure is prohibited by its primary regu(&BA
will determine in its disetionwhether those actions or agreements
make the lender ineligible for PHPWCP statuk

(7) Is not subject to any SBA enforcement actions; and

(8) Has been current in filing SBA required 1502 reports and remitting
required guaranty, servicing and review fees
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d) Lenders are notifiedf the final decisiorby written letter from @RM
with a copy to OIT and the appropriate SBA Field Offitieapproved,
OCRM will provide the lender with the Supplemental Guaranty
Agreement Preferred Lender Program (PLP) for Expéfbrking Capital
Program (EWCP) Loans (SBA Form 2310), which the lender must
execute and return to SBA before the lender can submit any loan
applications under its PLBWCP authority.(Agreements must be signed
and returned withi80 days of receipt or agw application to the program
will be required.)

e) If the PLREWCPapplication is declined)CRM notifies the lender and
SBA field office with the reason for declin€he lender may rapply for
PLP-EWCPstatus when it has overcome the reasowléatine.To do so,
the lender must file a request wtHT and must show how it has
overcome the reasons for decli@dT will review the request, make a
recommendation and send it@&RM for a final Agency decision.
OCRM will notify the lender inwritity o f SBAGs final deci

f)  All PLP-EWCP expansion approvals will be for a period not to exceed the
existing term of the dlbesacseedingPLPender
renewal of the domestic lending unit will include a sectionohteen der 0 s
EWCP lending, with comment requests from the SLPC directed to the
OIT in the same manner as requests for comment from SBA loan
servicing or loan liquidation Centers

g) Lenders that are participating in the Delegated Authority Lender Program
of the Exportimport Bank of the United States (Hx Bank)(or any
successor Program) are eligible to participate in the PWZP program.
Lenders should be aware that they must comply with 13 CFR 120.410(d),
which requires SBA | emdiredbyeitherafibe su
Federal Financial Institution Regulator or a state banking regulator
sati sf act oi+nyBank®elegddetl AuthoriEyx. enders must
comply with the PLFEWCP application procedures described above,
however, such lenders are not reqdite have prior experience with SBA
7(a) lending and are deemed to be an active participant wittnBank
for purposes of the application.

6. Authority and Responsibilities

a) Eligibility Requirementst n addi ti on t o ihdsseEloaiBAG6s p
eligibility standards set forth in Subpart B, Chapter 2 of this SOP, the
following additional restrictions apply to PLBans.

(1) Lenders may use PLéhly for 7(a) loansLenders may not use PLP
for any pilot program unlesSBA authorizes use of PLP for the pilot.

(2) Types of Loans Not Eligible under PLRhese types of loans are not
eligible under PLP processing:

(a) Disabled Assistance Loans (DAL);

(b) Qualified Employee Trust€ESOP)(loans made to an ESOP
underl3 CFR 120.350 through 120.354
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Pollution Contol program and
International Trade Loans not secured by a first lien position on

the collateral

Revolving credits are not eligible for Plekcept undeCAPLines
and,if the lender has authority from SBA to make PEW/CP loans
undertheEWCP.

(3) Types of Businesses Not Eligible for PLP

The types of businesses not eligible under standard 7(a) also are not

eligible under PLPSee Subpart B, Chapter 2 of this SOP.

Additional Restrictions Specdito PLP(13 CFR 120.45p
(1) Refinancing’ See Subpart B, Chapter 2 of this SOP.

(2) Reconsiderationsf declined loan applicationReconsiderations of
loans previously declined by SBA (regardless of the method by
which they were originally processed) magt be processed under
PLP, or any other processing method where the lender is given
delegated approval authority.

PLPLender s6 Process(l3CGgRIR@LASZHIO nsi bi | i ti
SBA6s business | oan eligibility requ
apply to PLRoans.The PLP Lender must stay informed on and must

apply all of SBAGs LAlander iRay nogsubamih Re q u

the same loan guaranty request under more than one processing ethod.
lender also may not knowingly submit a loan guaranty requnektr PLP
after the applicant has already submitted a request from a different lender.

(1)

Lender 6s R&iew gi bi |l ity

@ APLP Lender must analyze a PLP
same way that SBA analyzes eligibility for a reguléa) loan
applicant.The PLP Lender must keep in its loan file
documentation supporting its eligibility analysis. For example,
if a franchise is involved, the PLP Lender must review the
Franchise RegistryMww.franchiseregistry.cojrto ensure the

franchisorés agreement continues
requirement that the franchi seebdo
of loss is commensurate with ownersiipf t he franchi s

agreement does not appear on the Regidteylender must
review the agreement to ensure
requirements as set forth $ubpart B, Gapter 2 of this SOP.

SBA will not conduct an eligibility review prior to issuing a

| oan number . SBA may review t
suppating its eligibility determination as part of any guaranty
purchase request or when conducting lender oversight

activities.

(b) For a PLRoan, size of the applicant is determined as of the
date of the | endeAPoRLerddgnmy o v al
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accept as true the size information provided by the applicant,
unless credible evidence to the contrary is apparent.

(2) Credit Analysis

SBA has authorized PLEenders to make the credit decision

without prior SBA reviewThe lender must pesfm a thorough and
complete credit analysis of the applicant, establish that the loan is of
such sound value as to reasonably assure repayment and document
its analysis in the loan fil&ee Subpart BChapter 4f this SOP for
specific guidance on procésg loan guaranty requests.

(3) The Authorizatbn

PLP Lenders draft the Authorizatiomithout SBA review and

execute it on behalf of SBAhe lender must make sure that all

collateral and otherrequiremé s documented in the
analysis are in each Authorization. The lender also must include all
SBA-required authorization provisions. See Subpart B, Chapter 5 of

this SOP.

(4) Closing Requirements

(@) SBA closing requirements are the same for Rlas as for
standard 7(a) loan®Vith the exception of Small Loan
Advantage (SLA) loanand CAPLinesthe same SBA forms
are required(For further guidancen the required forms for
SLA and CAPLinessee Subpart B, Chapter 7, Parageph
[11.C.2 and 3of this SOP.)The lender must obtain all required
collateral positions and must meet all other required conditions
before loan disbursemer8BA delegates to the PLP Lender
responsibility for all predisbursement Authorization
requirements in this SOFhe only actions that the lender may
not take on a PLP loan are those specifically reserved to SBA.
See Subpart B, chaptéof this SOP.

(b) After closing the loan, the PURendermust send to the
appropriate CLSC a comf the executed Authorization. The
lender shoulahot send SBA angther closinglocumentation,
including disbursement information, except through the
required periodic loan status reports (SBA Form 1502).

(5) Servicing and Liquidation Responsibilities

See ®Ps50 50and50 51 and13 CFR 120.45and13 CFR Part
120, Subpart For guidance.

7. ChangeoPLPLendebs Structure

a) To determine the effect on changeender 6
in the | ender @éestheghanthelow. ur e, pl ease s

b) If a PLPLender changes its structure or orgation in any of the
following ways, it must inform theTT in writing:
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(4)

business;
(5)
(6)
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The lender is acquired by another lender;

The lender is mergedto another legal entity;

The lender changes its name;

The lender substantially changes the management of its SBA

The lender substantially changes how it handles SBA loans; or
A regulatory agency takes over or closes the lender.

An SBA field office that discovers any of the above circumstances also
must immediately notify theTT in writing.

The lender may obtain:

Requests for New SBA Guaramgreements

(1) A new SBA Form 750 from the SBA field office; and
(2) New SBA Forms 1186 anti347 from theLTT.

If a PLP Lender continues as the same
legal entity that signed the SBA Forms
1347 (PLP) and 1186 (CLPand. . .

Then . ..

(1) The PLPLender changes its name.

ThelLTT records the name chan@ée
| e nd e rabdsCLAR2auWtH®rityis not
changedA new SBA Form 1347 (PLP
or SBA Form 1186 (CLP) is not
needed.

(2) The PLPLender is acquired by another
entity. The PLP Lender continues as a
separate legal entity.

ThelLTT records the holding company
nameT he | en amdCbBPs P
authorityis not changedA new SBA
Form 1347 (PLP) or SBA Form 1186
(CLP) is not neded.

(3) The PLPLender acquires another lende
The acquired lender does not continue as
separate legal entity.

ThePLPlender mayontinue tanake
PLPloans undeits PLP authority
unless there is a substantial change i
its ability to make PLP and/or CLP
loans

(4) The PLPLender acquires another lende
The acquired lender continues as a separi
legal entity.

The acquired lender may not make P
loans.Theacquired énder maypply
for PLP authority.
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If a PLP Lender continues as the same
legal entity that signed the SBA Forms
1347 (PLP) and 1186 (CLPand. . .

Then . ..

(5) The lender is closed or taken over by a
regulatory authority.

The | e n cedCbBPauthérity P
automatically terminasgeand the lender
must cooperate with SBA to transfer
responsibility for servicing and
liquidating its PLP and CLP portfolio
ThelLTT notifies the lende!SBA field
office(s)and appropriate centers that
the lender may not make angw
loans.

(6) The lende changes its operations so
much that it cannot show that it handles S
loans appropriately.

SBAwillnot renew t he
authority or willsuspend or revoke the
| ende rsadhorig/L P

If a PLP Lender does not continue as the
legal entity that executed the SBA Forms
1347 (PLP) and 1186 (CLPand . . .

Then . ..

(1) The PLPLender is merged into a neon
PLP LenderThe ori gi nal f
SBA operations are unchanged.

The original PLA_enderno longer has
the authority to make PLP loarkhe
surviving lendemay apply for PLP
authority and execute PLP agreement

(2) The PLPLender is merged into another
PLP Lender.

The original PLA_enderno longer has
the authority to make PLP loans unde
its agreements with SBAlowever,
PLP loans may be made under the
surviving PLP Len
and the surviving PLP Lender is
responsible for servicing and
liguidat i ng t he
PLP loan portfolio

orig

(3) The PLPLender is dissolvedt does not
merge into another lender.

Both PLPand CLPauthorityterminate
automaticallyand the lender must
cooperate with SBA to transfer
responsibility for servicing and
liquidating its PLP and CLP loan
portfolios TheLTT notifies the lender
SBA field office(s)and appropriate
centers thathe lender may not make

anynewloans.

See Paragrapli.A throughC of this Chapter for further information on

8. Monitoring and reviews
monitoring and reviews.
9. Supervision and enforcement

Effective Date: October 1, 2011
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See Paragraplii.D of this Chapter for further information on supervision and
enforcement.

10. Suspension anetvocation

SBA may suspend or authaity mkceordancdwitB d er 0 s
CFR 120.14041600.

SBA Express Program

SBA Express was established as a permanent SBA program under R147108

signed into law on December 8, 2004e program reduces the numbér o

government mandated forms and procedures, streamlines the processing and reduces
the cost of smaller, less complex SBA loafise program allows lenders to utilize, to

the maximum extentrpcticable their respective loan analyses, procedures, and
documaetation.In return for the expanded authority and autonomy provided by the
program, lenders agree to accept a maximum SBA guaranty of 50 percent.

1. The SBA Express Lender

To the maximum extent practicab®BA Express lenders can use their own
forms, internacredit memoranda, notes, collateral documents, servicing and
liquidation documentatiorin using their documents and procedures, lenders
must follow their established and proven internal procedures used for their
similarly sized norSBA guaranteed commzal loans. See Subpart B, Chapter
6 for a listing of the forms SBA requires for SBA Express.

2. Qualifications forinitial SBA Express Lender Status

Lenders can find information about how to apply for SBA Express status on the
SLPCOGs website at
http://www.sba.gov/aboutsba/sbaprograms/elending/slpc/plp/sba_slpc_request
express_statu.html

a) Existing SBA Lenders

(1) An existing SBA lender must demstrate that it:

(@) Can effectively process, close, service, and liquidate SBA
loans;

(b) Isin compliance with applicable SBA Loan Program
Requirementgas defined i3 CFR 120.1p)

(c) Has satisfactor$gBA performanceas determined by SBA in its
discretion. ThelLendérs Ri sk Rating, among
will be considered in determining satisfactory SBA
performance. Other factors may include, but are not limited to,
on-site review/examination assessments, historical
performance measures (like default rate, purchdasearal loss
rate), loan volume to the extent that it impacts performance
measures, and other performance related measurements and
information (such as contribution toward SBA missjon)

Effective Date: October 1, 2011
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(d) Has been current in filing SBA required 1502 reports and in
remittingrequired guarantyservicingand review fees

(e) For lenders regulated by one of the federal/state oversight
authorities, is in good standing with its primary regulator by
submitting a statement to that effect and by disclosing any
formal or informal enforament actions or agreements within
the pasfB yearsunless such disclosure is prohibited by its
primary regulato(SBA will determinen its discretiorwhether
an enforcement action or agreement renders the lender
unacceptable foBBA Expresgarticipation)

(H Is not subject to any SBA enforcement actions; and

(g) Has not received a major substantive objection from its Lead
SBA Field Office.

(2) SBA, inits discretion, also will consider other risk related
information (e.qg., rapid growth, inadequate capftainal
supervisory actionsutstanding i | ed by the | ender 6s
regulatoy.

b) For SBA lenders with less than 3 years of SBA lending experience/data,
the Agency may consider performance over the period of time the lender
has been an SBA |l ender, but will [ im
participation to 1 year or less. Lenders fidantify significant differences
between the performance numbers developed by the lender and those
developed by SBA (not related to a lack of accurate 1502 reporting) may
contactOCRM.

c) Lenders that do not currently participate with SBA

In additontomeei ng t he Agencydés | ender requ
Paragraphl.C. of this chapter, Eender that does not currently participate
with SBA alsomust demonstrate that it:

(1) Isin good standing with its primary federal/state regulator by
submitting a statenme to that effect and by disclosing any formal or
informal enforcement actions or agreements within theJgsars
unless such disclosure is prohibited by its primary regu(&iBA
will determine whether the enforcement action or agreement renders
the lender unacceptable for participation in this program);

(2) Has at least 20 commercial or business loans for $350,000 or less at
their most recent fiscal year end;

(3) Ensures its primary SBA loan personnel have received appropriate
training on S Béedues (sucH tiaisingeasld and p
include SBA District Office training and/or trade association training
t hat adequately addresses SBAGO6s r e
Procedures, including SBAOGs | oan p
liquidation requirementsgnd

(4) Has no major substantive objections from the D/OCRM.,
relating to risk or program integrity)
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3. Process to become an SBA Express Lender

a) Alender may send a written requesttsolocal SBA Field Officevith a
copy totheLender Transaction TegrBacramento Loan Processing
Center. For multistate lenders, the lender may send a written request to
the SBA Field Office where the lender is headquartered.

b) As noted above, lenders not currently participatuitty the SBA must
meet the Agencyo6s |l ender r BGoOfirement
this chapter and must become an approved SBA lender before
participating in SBA Express. (An application for SBA Express authority
may be made simultaneously witretapplication for SBA lender
authority.)

c) An SBA field office may nominate a lender for SBA Express status by
sending a written nomination to th& T. When an SBA field office
nominates a lender for Pldeatus, it also may nominate the lender f
SBA EXxpress status.

d TheLTTgat hers the information relevant
request. Th&TT performs an analysis, makes a recommendation and
sends it to the appropriate SBA official who makes a decision and notifies
theLTT.TheLTTt hen i nforms the | ender of SI

e) SBA may limit a new SBA lender to a yearly maximum of $25 million of
SBA Express in its first year of participation.

4. Supplemental Guaranty Agreement

a) | f the | estfiodSBA Bxpress status ie approved,Lthd
notifies the lender of the decision and sends the lender an SBA Express
Supplemental Loan Guaramygreement to sign and return. Th&T also
sends the lender instructions for submitting SB#piess applications.

b) The lender must sign and return the agreement tbTthebefore the
l ender 6s SBA EXx p r(&gseemestd naust hessignedance f f e ¢
returned to the Center withBO days of receipt or a new application to the
program will berequired.)

c) Ifthe lender is a PLRender, the term of its SBA Express status, when
possible, wild.l be tied to the | ender

d Lenders not currently participating
approved for SBA Express will Benited to an initial SBA Express term
of 1 year.

5. Decline of SBA Express Status

If SBA declines a request for nomination for SBA Express statug,Tthe

notifies the lender and Lead SBA Field Office of the reason(s) for decline of the
request. The lendenay reapply for SBA Express status when it has overcome
the reason(s) for declin@o do so, the lender must file a request withlifi@

and must show how it has overcome the reason(s) for detheeTT will

review the request, make a recommendati@hsamd it to the appropriate SBA
official for a final Agency decision. THeT T will notify the lender in writing of
SBAG6Gs final deci si on.
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6. Renewals of SBA Express Status

a)

b)

c)

d)

TheLTT will automatically start the renewal process a few months prior
totheexpiraton of a | ender dlelLTs RihcoEactpr es s s
the lender and ask it for a statement that it is in good standing with its

primary federal/state regulator and disclosure of any formal or informal
enforcement actions or agreements within the pgstirsunless such

disclosure is prohibited by its primary regulator

ThelLTTwi | | al so cont ac trieldOffiee ahddhed er 6 s L
S B A pracessingservicing and liquidation centerBhe comments of

those offices s houbstirecene 3BA Bxprasstermm t h e
and must include:

(1) Whether they recommend renewal,
(2) If they do not recommend renewal, why not;

(3) Whether the lender can effectively process, close, service and
liquidate SBA loans;

(4 Changes in |l enderds organization o
(5) Any recurring denial of liability or repair situations with the lender;

(6) Reasons for any unfavorable loan volume or repurchase rate data;

(7) Identification of any areas of concern; and

(8) An explanation of any discussions with the lenders that may impact
the SBA Expess decision.

TheLTTgat hers the information LUTEIl evant
performs an analysis, makes a recommendation and sends it to the
appropriate SBA official who makes a decision and notified Te The
LTTt hen informs the | ender of SBAG6s d

Lenders that have participated in SBA Express for 2 years or more may be
renewed in the program for a term up to 2 years, but SBA may renew for
less than 2 years if lender or program circumstances walendes
participating in SBA Express for less than 2 years may be renewed in
SBA Express for an additional year and may be renewed for up to 2 years
thereafter.

Forrenewal obilended s S B A E x pndte determeeitsadnewsl
term for SBA Express

(1) Thelender must demonstrate that it

(@) Can effectively process, close, service, and liquidate SBA
loans;

(b) Isin compliance with applicable SBA Loan Program
Requirements (as defined18 CFR 120.1)3

(c) Has satisfactor$pBA performanceas determined by SBA in its
di scretion. The Lendero®s Ri sk F
will be considered in determining satisfactory SBA
performance. Other factors may include, but are not limited to,
on-site review/examination assessments, historical
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performance measures (like default rate, purchase rate and loss
rate), loan volumeotthe extent that it impacts performance
measures, and other performance related measurements and
information (such as contribution toward SBA missjon)

(d) Has been current in filing SBA required 1502 reports and in
remitting required guarantgervicingandreviewfees;

(e) Isin good standing with its federal or state financial regulator
by submitting a statement to that effaodby disclosng any
formal or informal enforcement actions or agreemeritisin
the pasfB yearsunless such disclosure is prohikitey its
primary regulatarSBA will determine in its discretiowhether
those actions or agreements make the lender ineligible for SBA
EXxpress status;

() Isnotsubject to anypBA enforcement actions; and

(g) Hasnotreceived substantive objections fromlitsad SBA
Office.

(2) SBA, inits discretion, also will consider other risk related
information (e.g., rapid growth, inadequate capftainal

supervisory actionsutstanding i | ed by the | ender 6s
regulatoy.
ThelLTT notifies the lenderof S 8B6s deci si on and, i f t

approved, th&TT sends the lender a new SBA Express Supplemental
Guaranty Agreemerto sign.

The lender must sign and return the agreement to the Center before the
I e nder messsséhdwalbs effective. (Agreements must be signed
and returned to the Center witt80 days of receipt or a new application

to the program will be required.)

If the renewal is declined, the lender will be notified of the reason(s) for

the decline, ad it may not make SBA Express loans after its SBA Express
status expiresThe lender may rapply when it has overcome the

reason(s) for declind.o do so, the lender must file a request withLthé

and must show how it has overcome the reason(s) faald&helLTT

will review the request, make a recommendation and send it to the

appropriate SBA official for a final Agency decision. THET will notify

the |l ender in writing of SBAGs final

I f a I ender6s SBA Expr esvelunmrlyat us was
terminated, the lender may ask SBA to reinstate its SBA Express status.
However, the lender must follow paragraph C.3 of this section

Authority and Responsibilities

a)

b)

SBA Express lenders may make SBA Express loans in any area of the
country.

SBA Express |l enders must apply and ¢
Program Requirements.
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c) Eligibility Requirementst n addi ti on to the SBAOG6s p
eligibility standards set forth in Subpart B, Chapter 2 of this SOP, the
following additional restrictions apply to SBA Express loans.
(1) Lenders may not use SBA Express for any pilot program unless SBA
authorizes use of SBA Express for the pilot.

(2) Types of Loans Not Eligible under SBA Exprésthese types of
loans are not eligilelunder SBA Express processing:

(a) Disabled Assistance Loans (DAL);
(b) Qualified Employee TrustESOP)(loans made to an ESOP
underl3 CFR 120.350 through 120.354
(c) Pollution Controlprogram; and
(d) CAPLinesprogram.
(3) Types of Businesses Not Eligible for SBA Express
The types of businesses not eligible under standard 7(a) also are not
eligible under SBA Expres&ee Subpart B, Chapter 2 of this SOP.
(4) Additional Restrictions Specific toB3\ Express
(&) Refinancing’ See Subpart B, Chapter 2 of this SOP.
(b) Reconsiderationsf declined loan applications.
Reconsiderations of loans previously declined by SBA

(regardless of the method by which they werniginally
processed) may not be processed under SBA Express.

(c) Previous Submissioné loan is not eligible for SBA Express
if the SBA Express lender is aware that the application was
previously submitted to SBA under any SBA program, except
that the SLPC Dector may waive this prohibition if the
application was preliminary or incomplete when previously
submitted or it has changed materially since the previous

submission. .
d SBA Express Lenderés Processing Resp
(1) Lender 6s R&view gi bi | ity

(&) SBA Express is a streamlined program, so complex or
ambiguous eligibility issues should be processed using
standard 7(a) procedures rather than through SBA Express.
SBA grants SBA Express lenders increased responsibility for
screening applicas and loans for SBA eligibilitySBA
Express |l enders must be fully fa
requirements as set forth in the SBA Loan Program
Requirements and must screen all SBA Express applicants and
loans to ensure they meet those requirements.

(b) Lenders may rely, in many instances, on certifications provided
by the Small Business Applicant, several of which are included
in the SBA Express application documentsthe case of size,
the lender may rely on information provided by the applicant at
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the date of application, unless the lender has credible evidence
to the contrary.

(c) Certain eligibility issues require additional lender review
and/or verificationlf, for example, a franchise is involved, the
SBA Express lender must review The Franchisgistey
(www.franchiseregistry.cojrto ensure the agreement
continues to meet SBAOGS requiren
Chapter 2 of this SOP for further guidance on franchise
eligibility.) Lenders must follow all andard 7(a) eligibility
requirements and maintain appropriate documentation
supporting their eligibility screening in the loan filkkhe lender
also must ensure all required forms/information are obtained,
complete and properly executed.

(d) Lenders must carefly review and screen SBA Express
applicants and | oans to ensure t
requirements before transmitting to the SLPC the SBA Express
guaranty request and supplemental informatiare-Tran

(e) Lenders must ensure all required formsmfation are
obtained, complete, and properly executgapropriate
documentation must be maintained, including adequate
information to support the eligibility of the applicant and the
|l oan, in the | enderds | oan file.

(2) Credit Analysis

(&) SBA has authorized SBExpress lenders to make the credit
decision without prior SBA review.he credit analysis must
demonstrate that there is a reasonable assurance of repayment.
The lender is required to use appropriate, prudent and generally
accepted industry credit analyprocesses and procedures
(which may include credit scoring), and these procedures must
generally be consistent with those used for its similarly sized
nonSBA guaranteed commercial loahgnders that do not
use credit scoring for their similarly sizadn-SBA guaranteed
commercial loans may not use credit scoring for SBA EXxpress.
Lenders must validate (and document) with appropriate
statistical methodologies that their credit analysis procedures
are predictive of loan performance, and they must prdhiate
documentation to SBA upon request. In addition, the credit
scoring results must be documented in each loan file and
available for SBA review.

(b) Lenders must not make a SBA Express loan which would be
i nconsi stent with SBA@sebcredit
standard (see Subpart B, Chapter 2 of this SOP), i.e., lenders
must not make an SBA guaranteed loan that would be available
on reasonable terms from either the lender itself or another
source without an SBA guaranty.
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(c) The credit decision, including faomuch to factor in a past
bankruptcy or whether to require an equity injection, is left to
the business judgment of the lend&lso, if the lender requires
an equity injection and, as part of its standard processes for
non-SBA guaranteed loans verifidsetequity injection, it must
do so for SBA Express loans. (Lenders must adhere to the
requirement that owners of 20% or more must inject equity into
the business above certain thresholds. See Subpart B, Chapter 2
of this SOP, regarding the Utilization oéBonal Resourcgs
While the credit decision is left to the business judgment of the
lender, early loan defaults will be reviewed by SBA pursuant to
SOP 50651.

(3) Application Documents and Authorization

(@) The BA Express lender is responsible for ensuring all
required forms/information are obtained, complete, and
properly executedfter the loan is closed, the lender must
continue to apprise SBA of certain critical performance data as
well as changes in certdrasic borrower information, such as
trade name and address. See Subpart B, Chapter 6 of this SOP.

(b) The lender completes the SBA Express Authorizatrghout
SBA review and signs it on behalf of SBBBA does not
require that this fon be provided to the borrower. See Subpart
B, Chapter 5 of this SOP.

e) Closing, Servicing and Liquidation

The SBA Express lender must close, service, and liquidate its SBA
Express loans using the same reasonable and prudent practices and
procedures that the lender uses for its-8&#A guaranteed commercial
loans.

f)  Affiliation issues/Changef Lender Status

When a holding company with a PisBbsidiary requests an extension of
PLP status to a neRALP subsidiary, it may also request SBA Express
status for the no®PLP subsidiaryThe nomination or request must include
documentationhat the lender has met the SBA Express participation
requirements set forth above.

8. Monitoring and reviews

SBA uses the L/LMS system to assess SBA Express lenders quarterly through
the composite risk ratindgn addition, those SBA Express lenders with
outsainding SBA balances of $10 million or more are also reviewesitenin
accordance with SOP 51 (Bee Paragrapli.A throughC of this Chapter for
further information on monitoring and reviews.

9. Supervision and enforcement

See Paragrapli.D of this Crapter for further information on supervision and
enforcement.
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10. Suspension or revocation

See Paragrapli.E of this Chapter for further information on suspension and
revocation.

D. The Patriot ExpresBilot Loan Initiative

SBA developd the Patriot Expres$alot Loan Initiative to support the entrepreneur

segment

streamlined documentation and processing features similar to SBA Exjress.
specific features of the program, including but not limited to applicant eligibility,
maximum loan amounts and guaranty percentages, are set forth in Subpart B of this

SOP.
1.

Becoming a Patriot Expresender
Existing SBA Lenders

(1) Lenders that currently participate in the SBA Express or PLP
programs are automatically eligible to make Patriot Exdoesss
after they have executed the Patriot Express Supplemental Guaranty
Agreement

Lenders that do not currently participate in the SBA Express or PLP
programs may request Patriot Exprared SBA Express authority
simultaneouslyAn existing SBA lender must demorete that it
meets the criteria to participate in SBA Express set forth in
ParagraphV.C.2. above.

How To Request Patriot ExpreSgatus

a)

(@)

(3)

(@)

(b)

(©)

(d)

()

An SBA lender (or field office on behalf of an SBA lender)
may send a request to participatavriting to theLender
Transaction Tean§acramento Loan Processing Celtedl
Sylvan RoadCitrus Heights CA 95510o0r fax a request to
(916) 7350643 with an information copy to its Lead SBA
Office.

When a lender (or field office on behalf of an SBAder)
requests or extends SBA Express and/or 8tBRIs, it also may
request Patriot Expressatus.

When a holding company with a PisBbsidiary requests an
extension of PLP status to a ABLP subsidiary, it also may
request Patriot Expressatus for the neRPLP subsidiaryThe
nomination or request must include documentation that the
lender has met the Patriékpress participation requirements.

I f the | ender 6s LTEWlendthe i s
lender a Patriot Expre§&upplemental Loan Guaranty
Agreement to be signed by the lender.

Agreements must be signedldareturned to theTT before the
| ender 6s Pstatus is effectivAgneementssnust
be returned withir80 days of receipt or a new application to
the initiative will be required.)
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b) Lenders Not Currently Participating®#8BA6s Loan Pr ogr ams

(1) Lenders not currently participating with the SBA must meet the
Agencyods | ender requirdlofdhist s as se
Chapter and must become an approved SBA Express before
participating in Patriot ExpresgAn application for SBA
Express/Patriot Express authority may be made simultaneously with
the application for SBA lender authority. See paragtapifithis
Chapter.)n order to become an approved SBA Express, the lender
must demonstrate that it ets the criteria set forth in Paragraph
IV.C.2 (SBA Express) of this Chapter.

(2) How To Request Patriot ExpreSgatus

(&) The process is the same as stated above for existing SBA
lenders.

(b) Lenders not current!| yprogpams t i ci pat
that are approved for Patriot Expregdl be limited to an
initial Patriot Express term of 1 year, after which SBA will
review their performance.

(c) SBA may limit a new SBA lender to a yearly maximum of $25
million of Patrid Expressauthority in its initial year of
participation.

2. Renewing Patriot Expres®nder Status

a) ThelLTT will automatically start the renewal process a few months prior
to the expirat itBxpresstfatusdhelLTd willmmta@its Pat r
the lender and ask for a statement that it is in good standing with its
primary federal/state financial regulator and disclosure of any formal or
informal enforcement actions or agreementsryits previous Patriot
Express ternunless such disclosure is prohibited by its primary regulator
TheLTTwi I I al so contact the | enderods L
Servicing and Purchase Centassapplicabléor information on the
| e n dpelicigs,procedures and any other relevant information The
LTTgat hers the information relevant t
and sends it with a recommendation to the appropriate SBA official, who
reviews the renewal, makes a final decision, and forwaedsi#tision to
theLTT.

b) Lenders that have participated in Patriot Expfes2 years or more may
be renewed in the initiative for a term up to 2 years, but SBA may renew
for less than 2 years if lender or program circumstancesmtarenders
participating in Patriot Express for less than 2 years may be renewed in
Patriot Express for an additional year and may be renewed for up to 2
years thereafter.

c) Inrenewing a lender and determining its renewal term for Patriot Express
SBA will consider whether the lender meets the criteria set out in
ParagraphV.C.6 of this Chapter.
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d TheLTTnoti fies the | ender of the SBAOGOS
approved, th&TT sends the lender a new Patriot Expi®@spplemental
Guaranty Agreemertb sign. The lender must sign and return the
agreementtotheTTbef ore the | enderés Patri ot
effective. (Agreements must be signed and retutoéldeLTT within 30
days of receipt or a new application to the initiative will be requitéd.)
the renewal is not approved, the lender will be notified as to the reason(s),
and it may not make Patriot Express loans after its Patriot Express status
ends.

e) The lender may rapply for Patriot Expresstatus when it has overcome
the reason(s) for decline. To do so, the lender must file a request with the
LTT and must show how it has overcome the reason(s) for decline. The
LTT will review the request, make a recommendation and send it to the
appropriate SBA official for a final Agency decision. TIHET will notify
the I ender in writing of SBAG6s final

i I'f the | enderod6s Patriot Express stat
terminated, the lender may ask SBA to reinstate its Patriot Express status.
However, the lender must follow paragraph D.1 of this section

3. Authority and Responsibilities

Patriot Expresgenders have all of the same authority argpoasibilities set
forth in Paragraplv.C.7 of this Chapter.

4.  Monitoring and Enforcement

SBA uses the L/ILMS system to assess Patriot Exjpeagers quarterly through
the composite risk ratingn addition, those lenders with otdading SBA
balances of $10 million or more are also reviewedite in accordance with
SOP 51 00See Paragraplfi.A throughC of this Chapter for further
information on monitoring and reviews.

5.  Supervision and enforcement

See Paragraplfli.D of this Chapter for further information on supervision and
enforcement.

6. Suspension or revocation

See Paragraplii.E of this Chapter for further information on suspension and
revocation.

E. Export Expres®rogram

The Export ExpresBrogram is designed to help SBA meet the export financing

needs of small businesses too small to be effectively met by existing SBA export loan
guaranty programst is generally subject to the same loan processing, making,

closing, servicingand liquidation requirements as well as the same maturity terms,
interest rates, and applicable fees as the SBA Express Loan Program. Any differences
between the Export Express requirements are set forth in the appropriate section of
this SOP (For examplecertain uses of loan proceeds are allowed under Export
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Express that are not al |l owe 8ee8ubphtB, SBAOS
Chapter 2of this SOP)

1. Becoming an Export Expresender

a) ExistingSBA Expresdenders continu& have Export Expressuthority
through December 2, 2011, but after that date must have a signed Export
Express Supplemental Guaranty Agreememae ExporExpress

loans.
b) The procedures for receiving permanent Export Expres®aty are
di fferent based on the | enderds exis

(1) Active SBA Express Lenders
Lenders that currently have SBA Express authority that would like to
make Export Express loansust submit aequest to SBA. The

request should be submittedtothe nder 6 s | oc al SBA D
or U.S. Export Assistance Center (USEAC). These offices should
submit | endersd requests to the Of

Lender Transaction Team (LTT) laender.ovengiht@sba.gov The

LTT will send the lender the Export Express Supplemental Guaranty
Agreement (Agreement) and the lender will have 30 days to execute
and return the Agreement to the LTT.

(2) Existing 7(a) Lender that Does Not Participate in the SBA Express
Program
An existing 7(a) lender that would like to participate in the Export
Express Program must submit a nomination request to its local SBA
District Office. The local SBA District Office will submit the
request to the LTT. The LTT will contact the &&BA USEAC for
comments and process the request in accordance with the procedures
and process for the SBA Express Program, as described in Paragraph
IV.C. above. Lenders can request SBA Express and Export Express
authority simultaneously, but are notjuéred to do so. The LTT
will send the lender the Export Express Supplemental Guaranty
Agreement and the lender will have 30 days to executed and return
the Agreement to the LTT.

c) To retain or renew Export Expreasthority, SBA Expess lenders must:

(1) Effectively process, make, close, service, and liquidate Export
Expresdoans;

(2) Remain in substantial compliance with applicable SBA Loan
Program Requirements;

(3) Have received no major substantive objections regareimgwal
from the field office(s) covering the territory where the lender
generates significant numbers of Export Expteass; and

(4) Received acceptable review results on the Export Expogtien of
any SBA aministered lender reviews.

d) SBA will generally grant lenders Export Exprésan authority for a term
t hat coincides wit handlohPeRelmeunldssthed s SBA
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D/OCRM or designee determines a shorter term is apprepiiar 7(a)
lenders that do ngtarticipate in SBA Express or PLP, the maximum term
will be 2 years.

Monitoring and reviews

SBA uses the L/LMS system to assess Export Expeesters quarterly through
the composite risk ratingn addition, those lenders with outstanding SBA
balances of $10 million or more are also reviewedite in accordance with
SOP 51 00See Paragrapli.A throughC of this Chapter for further
information on monitoring and reviews.

Supervision and enforcemie

See Paragraplfi.D of this Chapter for further information on supervision and
enforcement.

Suspension or revocation

See Paragrapli.E of this Chapter for further information on suspension and
revocation.

Effective Date: October 1, 2011



SOP 50 10 5(D) Subpart A

CHAPTER 2 SMALL BUSINESS LENDING COMPANIES

A SMALL BUSINESS LENDING COMPANY ( fi S BoL) C 13 SER 120.460
120.490

A.
B.
C.

D.

Authorized by the Administrator to make loans pursuant to section 7(a);
Regulated, supervised and examined solely by SBA;

Subject to additional SBA regulations specificSiBLCs regarding the formation,
capitalization, and enforcement actions; and

Subject to all other 7(a) regulations specific to loan processing, serviadng an
liquidation.

I. PROCESS FOR ACQUIRING AN SBLC

A.

SBA regulations restrict the issuance of the SBA lending authority to operate as an
SBLCto 14 entities. T@cquirean SBLC, an entity must purchase one of the existing
lending authorities from a current SBLC.

. The private parties negotiate a purchase and sale agreement which includes the terms

and conditions relate the sale.

. A written request by the selling SBUG the D/FA for approval of a transfer of

ownership and control by the entity transferring the SBA lending authority becomes
notice to SBA of the intent teansfer. The written request should include:

1. The name and address of the acquiring concern; and
2. The name of the acquiring concernods pri

. The acquiring concern must file a request for transfer in duplicate with the D/FA

addressing each of tliellowing elements:

1. The Legal name, address, telephone, facsimile and email address of the
acquiring concern;
2. ldentification of the form of organization of the proposed SBidhg with
stampfiled copies of theoncerns articles of incorporation or limited liability
company operating agreement;
3. Identification of the proposed SBIocCs capi t al i zation includ
ownership, the identification of all classes qtigy capital and proposed
funding amounts, rights and preferences accorded to each class of stock or
members interest (including voting rights, redemption rights, and rights of
convertibility) and conditions for transfer, sale or assignment of thesestgger
4. The proposed SBL&4s geographic area of operatio
5. Identification of all officers, directors, limited partners, members and all other
parties that propose to hold an equity interest of at least 10% etdnemic

interest in any class of stock, limited partnership interest or members interest in
the concern.

6. An organization chart showing the relationship of the proposed SBtCall
related associates and affies within the organization.
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7. A copy of the SBA Form 1081, Statement of Personal Histagyned and dated
within 90 days of submission to SBfar eachindividual and entity identified
in 5 above.

8.  Proof of fidelity insurance coverage as detailed3nCFR 120.470(e)
9. A comprehensive business pldnat details:

a) The nature of proposed operations, including the organizational units
involved in sourcing, evaluating, underwriting, closing, disbursing
servicing and liquidating small business loans in the organization;

b) The level of prospective lendingtaaty for the first three years of
operation;

c) The identification of all sources of capital used to finance lending
operations; and

d) A projected balance sheet, income statement and statements of cash flows
three years forward, along with the related irgerate, default and
prepayment assumptioriBae plan projections should be assembled under
three different operating scenariosrmalized activity, activity assuming
a 30% reduction in projected lending, and activity based on a 50%
reduction in projecteténding.

10. All documents associated with any type of external financing expected to be
undertaken by the proposed SBLC

11. A written statement from an authorized official of the acquiring concern
certifying that tle SBLCwill not be primarily engaged in the financing the
operations of an affiliate as definedlié CFR 121.103

12. The most recent audited financial statements of the acquiring concern if it has
been in operation for more than one year, or the audited fin@taiaients of
the acquiring concerndés parent company.

13. A certified copy of a board, limited partners, or members resolution specifying
the individual(s) or officials granted the authority by the organization to submit
this SBLCapplication;

14. A written opinion of independent counsel that addresses:
a) Whether the acquiring concern is duly formed and organized and in good
standing;
b)  Whether the acquiring concern is qualified to enter into this transaction;
and
c) The qualfications of the individual or official to submit the application.
15. A certification by the acquiring concern that it is in full compliance with all
federal, state, and local laws.

E. The D/FA will provide written notification to the acquiring concern that SBIAnot
object to the transfer of the lending authority. Included with this letter will be all
applicable SBA Form 750 agreement(s) for execution and return to OFA

Note: Lender participation in specific SBprograms such as Pldhd SBA Express will be
considered separately.
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CHAPTER 3: CERTIFIED DEVELOPMEN T COMPANIES

THE 504 LOAN PROGRAM

A. The SBA 504 Loan Program is an econodegwelopment program offering a
financing package that stimulates private sector investment irtéomgfixed assets
to increase productivity, create new jobs, and increase the local tax base. The stimulus
is provided by making lorterm, low down paymenteasonably priced fixethate
financing to healthy and expanding businesses which have the highest probability of
successfully creating new jobs and competing in the world marketplace.

B. Certified Development CompanieSIPCs) are norprofit corporations ceifted and
regulated by the Small Business Administration to package, process, close, and
service 504 loan hese504 loans are issued through a partnership with Certified
Development Companies (CDC) and private sector, third party lenders. There are a
smadl number of forprofit CDCsthat have been grandfathered into the current 504
program. The provisions of this SOP apply to the-paofit and the fomprofit CDCs
in accordance with the terms of the regulations.

C. Terms and definitions specific to the 50é4gram can be found 48 CFR 120.802
Il. BECOMING A CDC

A. A CDC must provide evidence of the following in its applicatt@8hCFR 120.810

1.  Non-Profit Statusl3 CFR 120.820 A CDC must be a neprofit corporation
and must:

a) Bein good standing in the State in which the CDC is incorporated;

b) Be in compliance with all laws, including taxation requirements, in the
State in which the CDC is incorporated and any other State in which the
CDC conducts businesand

c) Provide a copy of their IRS tax exempt status.
2. Area of Operation§3 CFR 120.821
The Area of Operati onsporfaton.t he st ate of

3. CDC Membershid3 CFR 120.822 A CDC musthave at least 25 members
who actively support economic development in their area of operations.
Members are responsible for electing the Board of Directors of the TixC.
Members(whether active or retirellut still actively supporting economic
developmet) must represent the following 4 Membership groups:

a) Government organizations;
b) Financial institutions (lenders);

c) Community organizations such as chambers of commerce, foundations,
trade associations, colleges, universities, or small business development
centers; and

d) Businesses in the Area of Operations.
4. Other Membership requirements are:
a) CDC membership must meet annually.
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b)

c)

d)

SOP 50 10 5(D)

Membership meetings require a quorum to transact busiveggrum
must be present for the duration of the meet8R®A defines a gorum as
the presence of at least 51% (in person or by proxy) of the Members
entitled to vote.

No person or entity can own or control more than 10% of the CDC's
voting membership.

No employee or staff of the CDC can qualify as a member of the CDC for
the purpose of meeting the membership requirements.

CDC Board of Directord3 CFR 120.823 The CDC must have a Board of
Directors chosen from the membership by the membeesidition:

a)

b)
c)

d)

9)

h)

)

k)

There must be at least 3 of the 4 membershippgoepresented on the
Board.

No single membership group shall control the Board.

No person who is a member of a CDC's staff may be a voting member of
the Board except for the CDC manager.

At least 1 member other than the CDC manager must possess cashmerci
lending experience.

The Board must meet at least quarterly and shall be responsible for CDC
staff decisions and actions.

A quorum shall require at least 5 Directors authorized to Vdte Board
meetings require a quorum to transact busiresgiorum nust be present
for the duration of the meeting.

SBA allows interim vacancies on the Board of Directors to be filled by a
majority of the remaining Board membefsy person filling an interim
vacancy must stand for election at the next Annual or Specé&tingeof

the members, whichever comes first.

If a new Board position is created, it must be filled by a vote of the
members at the next Annual or Special meeting of the members.

When the Board votes on SBA loan approval or servicing actions, at least
1 Boad Member with commercial loan experience acceptable to SBA,
other than the CDC manager, must be present and vote.

There must be no actual or apparent conflict of interest with respect to any
actions of the Board.

The CDC Board of Directors may delegatamagement functions to an
Executive Committeélhe Executive Committee must meet the same
requirements as the Board of Directbtg may be appointed by the Board
of Directors

Committeesl3 CFR 120.823(d) The Board may establish a Loan Committee

comprised of members of the CDC who may or may notbe@ent CDCd s

of Directors.The Loan Committee reports to the Board, and members must
include:

a)

At least 1 member with commercial lending experience acceptable to
SBA;
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b) All members of the Loan Committee must live or work in the Area of
Operations of the Stmwhere the 504 project they are voting on is
located,;

c) No CDC staff may serve on a Loan Committee;

d) A quorum must have at least 5 committee members authorized to vote;

e) The CDC's Board must ratify the actions of any Loan Committee; and

f)  There must be no aal or apparent conflict of interest with respect to any
actions of the Loan Committee.

g) For multistateCDCsthere must be a separate Loan Committee for each
state into which the CDC expand8 CFR 120.823(b)

7. CDC staffl3 CFR 120.824

a) A CDC must directly employull-time professional management,
including an Executive Director (or the equivalent) manadaty
operationsA CDC may petition SBA to waive the requirement of the
manager being employed directly if:

(1) Another nonrprofit with the same Area of Operations as the CDC
and with economic development as one of its principal activities will
contribute 6 the management of the CDC; or

(2) The petitioning CDC is rural and has insufficient loan volume to
justify having management employed directly by the CDC.
b) A CDC must have wglified full-time professional staff to market
packageprocess, close and servicans.

c) When any of the functions referred to in 7.a) and b) above are not
performed by an employee direcdynployedoy the CDC, the CDC must
use a written professional services contract.

d) Professional services contracts, with the exception of those for accounting
and legal services, must be yaeproved bysBA. 13 CFR 120.824(b{f)

e) Theprofessional servicesontract must:

(1) Demonstrate that the CDC is not a shell for another entity as a result
of the contract;

(2) Not diminish the responsibilitgf the Board of Directors for the
operations of the CDC;

3 State that the CDCO6s Board of Dire
and retains the ultimate responsibility for all loan approvals and loan
servicing actions13 CFR120.823 and that such responsibility must
be carried out independently of any contrglthe Contractor;

(4) State that no contractor or associate of the contractor may be a
votingornonv ot i ng member of the CDCO6s B

(5) Clearly state the:
(@) Contract is for services performed;
(b) Description of services that the contractor will perfprm
(c) Payment is for services actually rendered;
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g)

SOP 50 10 5(D)

(d) Compensation must be broken down by individual if more than
one person is being compensated under the contract;

(e) A description of each individual who is providing services
under the contract, whether the indivadls are specifically
named in the contract;

(H  Sources of compensation for services;

(g) Rate of compensation for all parts of the contract except
servicing must be stated at an hourly ratee servicing
portion may be based on a percentage not to exceeththent
authorized by the regulations3 CFR 120.97H)(3)

(h) Basis for its determination that the fees are customary and
reasonable for similar services in the area;

(i) Additional compensation from CDC fee income such as
multipliers or bonuses are not permitted; and

() Contract payments for professional servicesukhaot exceed
75% of the CDC6s 504 processing

(6) Include a provision that allows the CDC to terminate the contract
with written notice (usually a 30 to 60 day notice) without penalty at
any timeprior to the expiration date of the caantt;

(7) State the term of the contract and cannot be -epeled;

(8) State that all compensation paid to the contractor will be paid by the
CDC and that the contractor cannot charge the borrower for the same
services;

(9) State that the contractor is prohibitednfroequiring a 503/504
applicant or borrower to purchase other services from the contractor
as a condition of the contractoros
management functions;

A Board of Directord6s Resolution mus
contain a statement

(1) That the contract is in compliance witB CFR120.824and120.825
and SBA Loan Program Requirements;

(2) Of understanding that the contract is subject tegmeroval and
yearly review by SBA; and

(3) Of understanding that submission of the contract with the Annual
Report is required.

Financial Ability to Operaté3 CFR 120.825

A CDC must be able to sustain its operations continuously, with reliable
sources of funds (such as income from services rendered and contributions
from government or other sponsors). Any funds generated from 504 loan
activity by a CDC remaining after paymteof staff and overhead expenses
must be retained by the CDC as a reserve for future operations or for
investment in other local economic development activity in its Area of
Operations.
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B. Basic Operating and Ethical RequiremeiotsCDCs

1.

A CDC must operate in accordance with all SBA Loan Program Requirements.
It must supply to SBA current and accurate information about all certification
and operational requirements, and maintain all records and submit all reports
required by SBA13CFR120.826and13 CFR 120.830

a) This includes submission @ihancial statementguditedin accordace
with Generally Accepted Accounting Principles (GAAR)an
independent CPAor CDCs with 504 loan portfolio balances of $20
million or more; or at a minimum a review by an independent CPA or
independent accountant in accordance with GAARCIDCs with 504

loan portfolio balances of less than $20 millidnh e audi t or 6 s opi

must state that the financial statements are in conformity with GSA®.
13 CFR 120.826(dpr further guidance on auditor qualifications.

b) For further guidance on the preparation of the annual report, ref8r to
CER 120.830the Operational Review Guide for the Annual Repant
the Operational Review Example Form¥fithin 60 days of receipt of the
CDC annual report, the SBA field office must forward a copy to tie\D/

along with the field officebds analys

CDC operational reviewf the annual report is incomplete, the SBA field
office must notify the CDC in writing and within 30 days of receipt of

SBA6s notice, the CDC must resubmit

c) A CDC thatis certifiedy SBAwithin 6 months of its fiscal yeaand will
not have to submit financial statements oAigual Report for that year

d) A CDC must have satisfactory SBA performance as determined by SBA
in its discretion. The CDCO6s Ri sk
considered in determining satisfactory SBA performance. Other factors
may include, buéire not limited to, orsite review/examination
assessments, historical performance measures (like default rate, purchase
rate and loss rate), loan volume to the extent that it impacts performance
measures, and other performance related measurementsantaiign
(such as contribution toward SBAOGS

Regulations regarding the ethical requirement<idoCs may be found at 13
CFR 120.14@nd13 CFR 120.851

a) The Standards of Conduct Counselor for the Agency is the Designated
Agency Ethics Official. 13 CFR 105.402(3)

b) St andar ds @ohflict@blmedesd CApproyals

(1) If aSmall Business Applicaritas as an employee, ownegrartner,
attorney, agent, owner of stock, officer, director, creditor or debtor,
an individual who, within 1 year prior to the loan application, was an
SBA Employee (as defined B8 CFR 105.201(3)the loan
application must be approved the Standards of Conduct
Counselor. 13 CFR 105.203()

(2) If a Small Business Appaiant has, as its sole proprietor, partner,
officer, director, or stockholder with a 10% or more interast, a
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individual who is ar6BA Employee(as defined by3 CFR

105.201(a) or aHousehold Mmberof an SBA Employee, the loan
application must be approved by the Standards of Conduct

Committee at SBA Headquarte (13 CFR 105.200A A Househol d
Me mber 0 of pleyee in@UBlés: E m

(&) The spouse of the Employee;
(b) The minor children of the Employee; and

(c) Theblood relatives of thEmployeeand the blood relatives of
t h e E mpspoosg,evhodeside in the same place of abode
as the Employee.18 CFR 105.201(q)

(3) If a Small Business Applicant has, as its sole proprietor,rgene
partner, officer, director, or stockholder with a 10% or more interest,
or a household member of such individual, an individual who is a
Member of Congressn appointed official of the legislative or
judicial branch of the Federal Government, a membemployee
of a Small Business Advisory Counak,a SCORE/olunteer the
loan application must be approved by the Standards of Conduct
Committee. (13 CFR 105.301(cand105.302(a)

c) When a Standards of Condwagiprovalis required, he applicatiorshould
be processed by the appropriate processing center and, if appropriate, be
conditionally approvedndforwarded to the Standards of Conduct
Counselor or Standards of Conduct Committee (through the Standards of
Conduct CounselorThe Standards of ConduCbunselowill notify the
processing center difie final Agencydecision and the processing center
will notify the lendelaccordingly

d) Other Government Employees

A Small Businesépplicant must submit a statement of no objection from
the pertinent department or military servicésfsole proprietor, partner,
officer, director, or stockholder with a 1086 more interest, or a
household member of such individualais employee of another
department or agency of tkederal Governmer{Executive Branch)

having a grade of at leaSiS-13 (or its equivalent) or higher.

(13 CFR 105.301(3)

3. Restrictions regarding CDC participation in SBIC and 7(a) programs may fou
at13 CFR 120.852.

4. The CDCO6s place of business:

a) Must be accessible and open to the public during regular business hours
with an adequate staff to perform normal business transactions;

b) May be located with a sponsoring organization if it is clearly evident to
the public that the CDC is a separate entity; and

c) Must have
(1) A separately listed telephone number; and
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(2) Atleast one qualified professional staff member availabletiful
as desgbed in paragraph.A.7 above.

5. CDC Loan files:

a) Allloan case files and collateral documents must be either at the principal
office of the CDC or maintained in a manner acceptable to SBA that
permits their immediate access.

b) A CDC must provide, at its owexpense, documents or copies when
requested by SBA.

c) CDCsmaintaining computestored documents must ensure that the
documents are actual reproductions of original documents.

d) File Retention Guidelines:

(1) Inquiries, partial applicationsnd applicationwithdrawn,canceled
or denied by the CDC or SBhwust be kept for 2 years after
notification of incomplete application, withdrawahncelatioror
decline.After 2 years, the files may be destroyed.

(2) General correspondence must be kept for 1 yemsespecific
correspondence should be filed in the case file.

(3) Paid off loan files (including the original application file, servicing
file and closing file), must be kept féryears after the loawaspaid
in full.

(4) Files from liguidated loans (including the original application file,
closing and servicing files), must be kept 1@ryears after the loan
wascharged off.

6. CDC financial and organizational records:

a) The CDC must maintain its own financial records inzigdooks of
account and minutes of all meetings of members, stockholders, directors,
executive committees, and other officidlfie CDC financial reports
furnished to SBA must contain complete disclosure of matters relevant to
the act and regulationRemrds and documents which are the basis for or
related to its financial statements or loans must be maintained in a manner
that permits their immediate availability.

b) All organizational files must be accessible to SBA.

7. CDC fiscal yearThe CDCs choose theiown fiscal yearThe CDC must notify
its Lead SBA Office of any change.

C. Operational changes the CDC must report to SBA

1. Any changes in a CDCO0s address, telephc
professional staff, bylaws, or articles of incorporation mesteported to its
Lead SBA Office not later than 30 days after the change takes place.
RSt atements of Personal Hi story, 06 (SBA
258), must be filed on new officers, directors, and professional staff as required
in paragaphlll.A below. Requests for name changes must be submitted to the
Lead SBA Office prior to filing an amended Articles of Incorporation as noted
in subparagraph 4 below.
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2. The CDC must submit notice of all changes to its Lead SBA Office by certified
mail orother form of delivery from which a receipt of acceptance is obtained.
All changes are subject to pesgpproval by SBA.

3. If the CDC works with multiple SBA district offices, the CDC is responsible for
updating al l SBA of fi c esnamepaddiess, any chat
telephone number and professional staff.

4. CDC legal name changes must be submitted to tRé [r prior approval.
After approval, the CDC must send a copy of the board resolution authorizing
the change and a copy of the Amendment to ttields of Incorporation
approved by the State acknowledging the legal name change to all the
appropriate SBA field offices, the SLPC, appropriate SBA ClLs8d to the
D/FA. The Lead SBA Offie will notify the Central Servicing AgeriCSA).
Note:t he CDC must use its |l egal name, not
correspondence.

5.  Within 10 business days of the date a CDC becomes a party to litigation or other
legal poceedings, it must submit a written report, by certified or overnight mail,
to its Lead SBA Office and must notify all appropriate SBA field offidése
report must describe the proceedings, t
other parties involveddnce proceedings are terminated by settlement or final
judgment, the CDC must promptly advise SBA of the terms.

6. Any change affecting the perception of
reported i mmediately to the CDCO6s Lead

D. Other CDC Service$3 CFR 120.827

A CDC may provide a small businesgiwassistance unrelated to the 504 loan
program as long as the CDC does not make such assistance a condition of the
application for a 504 loas CDC is subject td3 CFR Part 108/hen providing such
assistanceSee Subpart B, Chapter 3 of this SOP when providing such assistance on
a 7(a) loan.

E. Minimum Level of Activity and Restrictions on Portfolio Concentrati®tBCFR
120.828

A CDC must have at least 4 approvals during 2 consecutive fiscal years, and the
portfolio must be diversified as to type of business.

F. Job Opportunit\tAveragel3 CFR 120.829

1. A CDC must maintain the required average of one Job Opporpartgn
amount of 504 loan funding as specified by SBA from time to time in the
Federal Register and must indicate in its annual report the Job Opportunities
actually or estimated to be provided by each Project.

2. A CDC is permitted two years froits certification date to meet this averalje.
a CDC does not maintain the required average, it may retain its certification if it
justifies to SBA's satisfaction its failure to do so in its annual report and shows
how it intends to attain the requiredeaage.
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II. THE PROCESS OF APPLYING TO BECOME A CDC
A. The Application13 CFR 120.810

The Application for Certification as a Certified Development Compa8yA Form
1248 outlines the requirements for an apgation. The following documents must
accompany the application:

1. Membership list of persons/entities organized by membership groups;

2. Board of Directors List organized by membership groups and accompanied by
SBA Form 1081, Statement of Personal Histergned and dated within 90
days of submission to SBAgr eachBoard Member (any Board member that
answers fiyeso to que,otliloo8BAfrarMmiN&lr s 10 a,
must also submit fingerprint cards);

3. Plan of Operation a narrative describingtheappt ant 6 s abi |l ity to
process, close and service the loamsddition, the plan should identify the
applicantdés financi al and | egal capacit

504 program and the geographic area it plans to serve;
4. Organizatioal Chart;

5. List of all officers and paid employees of the CDC (including all contracted
staff and contractors performing loan packaging, processing, closing and
servicing for the CDC) accompanied by a completed SBA Form, Bigied
and dated within 90 dayx submission to SBApor each officer and paid
employee and fingerprint cards for paid employees and contractors (any officer
t hat answers fiyeso to ,qgqoulms3IBABonrm108imber s
must also submit fingerprint cards);

6. Certificate ofincorporation;
Articles of Incorporation;

8. By-Laws, which must include the regulatory requirements regarding
Membership and the Board of Directors;

9. Board Resolutionauth@ing t he CDCd&s <creati on;

10. Financial statements and gfinaogalabiliyi ons d e
to operate.

B. Where to Apply

1. The CDC submits an original and one copy of the application to the SBA field
office serving the proposed Area of Operatidhthere is more than one field
office serving the proposed Area of Operations,GB& submits its application
to the field office where the CDC will be headquartered. The field office will
review the application and forward all SBA Forms 1081 and fingerprint cards to
OIG. If the application is complete and eligible, the field officd Wirward to
the appropriate SBA official for a final decision:

a) The application;
b) Copies of SBA Forms 1081 with attachments;

c) A notation that the SBA Forms 1081 and fingerprint cards have been
forwarded to OIG; and

~
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d) Its recommendation.

Decline at the Fald Office:If the field office declines a CDC application, it will
notify the CDC in writing outlining the
of appeal, with a copy to the appropriate SBA officldle CDC applicant has

60 days to send an appeathe field office for action by the next higher

authority.

Final Decisiori SBA will send a letter to the CDC applicant notifying it of the
decision with a copy to the appropriate SBA district director.

C. Probationary Period for a New COG CFR 120.812

1.

Newly certifiedCDCs will be on probatin for a period of two year§hortly
before the end of the probationary period, to apply for permanent status the
CDC must providets Lead SBA Qfice with:

a) A current Membership List;

b) A current Board of Directors List;

c) Alist of all members of all commniges;

d) Current ByLaws, including any amendments; and

e) Current Articles of Incorporation, including any amendments.

ThelLead SBA Qfice must obtain comments from the SBA processing and

servicing centers as to the qgou&éeity of
field office must include the centerso
CDC6s closing in its recommendation to

SBA will determine permanent CDC status or an extension of probation, in part,
based upon tlianee WEhOhe @estificatiomapd operational
requirements i120.820through 120.830Also, the CDC must have

satisfactory SBA performance, as determined by SBA in its discretion. The
CDCOs Ri sk Rthdr faatogs, will Benconsidered in determining
satisfactory SBA performance. Other factors nmajude, but are not limited

to, onsite review; examination assessments, historical performance measures
(like default rate, purchase rate and loss rate), loan volume to the extent that it
impacts performance measures, and other performance relatedenezsis

and information (such as contribution toward SBA mission).

SBA will consider failure to apply for permanent status before the end of the
probationary period as a withdrawal from the 504 program. If the CDC
withdraws, it must transfer all fundeddior approved loans to another CDC
approved by SBAincluding all related servicing fees

The CDC must have appropriate personnel attend industry training in credit
analysis, 504 packaging, closing and servicing within 1 year of certification.

V. SBA OVERSIGHT OF CDCS
A. CDCs must submit to SBA the reports listedlih CFR 120.830

B. SBA oversee€DCs through:

1.

58
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a) L/LMS is an internal SBA data system that includes udestbrical data
andpredictive small business creditoring.All SBA 504 loans with an
outstanding balance are creddored quarterlyThese data are aggregated,
analyzed and evaluated to assess the credit quality of each individual SBA
| ender 6s por t SBAuses thi®iffornsaioAto manittre s .
performance o€DCs individually and in comparison to their peers.

b) Using SBAOGs L/ LMS sGDSdacomposieBang.as si gn
The composite rating reflects SBAOS
government of t hat fonarcérbeselifEc port f ol

performance factors which comprise the composite rating are published
from time to time by SBAOGSOCRM)i ce of
In general, these factors reflect both his@iri€DC performance and

projected future performanc8BA performs quarterly calculations on the

common factors foreach CDC,6@Cs 6 composite risk ra
updated on a quarterly basis.

c) SBA established peer groups to minimize the differences thht cesult
from changes in loan performance for portfolios of different sikles.
peer groups are based upon outstanding SBA dollars, aqiDics they
are:

(1) $100,000,000 or more

(2) $30,000,000 $99,999,999
(3) $10,000,000 $29,999,999
(4) $5,000,000 $9,999,999
(5) $0-%$4,999,999

d) SBA assigns a composite rating of 1 to 5 to each CDC based upon its
portfolio performance, as reported in L/LM&rating of 1 indicates
strong portfolio performance, the least risk, and requires the lowest degree
of SBA management oversigfelative to othe€CDCs in its peer group).
A 5 rating indicates weak portfolio performance, the highest risk, and
requires the highest degree of SBA management over§ggel3 CFR
120.10(definitions related to Risk Rating)3 CFR 120.1018Risk Rating
System), and@5 FR 9257, March 1, 2010 and 75 FR 13145, March 18,
2010(Risk Rating Notics).)

2. LenderPortal

a) SBA communicates CDC performance to individG&lCs through the
use of SBAO qPoitab.fhd Rortal @laws @ GDIC to view its
own quarterly performance data, includibgt not limited tojts current
composite risk ratingndpeer and portfolio averagd3ortal data includes
both summary performance and credit quality datanmary performance
data is largely derived from data that is provided to SBA through the
Central Servicing Agentf a CDC reviews its performance components
and finds a discrepancy with its records, the CDC should contact OCRM

b) CDCs with at least 1 outstanding SBA loan may apply folRbgal
accessCurrently SBA issues only 1 Portal user account per CDC.
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Submission of initial requests for a Portal user account must be submitted

t o

(1)
(2)

3)
(4)
(5)

(6)

(7)

(8)

S B A 6 sandOmbsR iktlude the following information:

Request must be made by a senior officer of the CDC with proper
authority (Senior Vice President or higher);

Request must be sent via regular o
OCRM at 409 Third Street, SW, Washtog DC 20416, ATTN:
Director, Office of Credit Risk Management;

Request must be made using the CDC
Request must include the useros bu

The stationery and business card s
and address;

The request shoula¢lude the following data:
(@) SBA FIRS ID Number(s);
(b)) Account userds name and title;

(¢ Account userd6s mailing address,
address at the CDC,;

(d Requesting officero

(&) Requesting officero
email address at the CDC.

Once SBA receives and approves the

forward the approval to SBAOGs Port

user account name and passwaditte Portal contractor will email

the user his or her user name @adsword within approximately

two weeks of account approvdlhe user can then access its data by

logging into the SBA Lender Portaleb pageBefore accessing the

Portal, lenders must agree to the terms of a Confidentiality

Agreement, which is found on the SBA Lender Portal web page.

CDCs are responsible for complying with and maintaining the Portal
user accounts and passwords as set forth in the Confidentiality
Agreement on the Portal web page, and as published by SBA from
time to time.CDCs are also responsible for timely informing SBA to
terminate or transfer an account if the person to whom it was issued
no longer holds that responsibility for the CBEDCs must take full
responsibility for protecting the confidentiality the user password
and the CDC risk ratingnd confidentiainformation and for

ensuring the security of the dageel3 CFR 120.1060

name and ti

s
s maand i ng add

Off-site monitoring and osite reviewg13 CFR 120.102and120.10501060

L/LMS provides performance information that allows SBA to monitor and
conduct offsite reviews of alCDCs. Off-site monitoring serves as the primary
means of reviewin@DCs with less than $30 million in SBA dollars
outstandinghowever SBA may detanine at its discretion to conduct-gite
reviews of thes€DCs. SBA will contact the CDC if the review detects
performance issues or trends requiring further discussion.
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a) ForCDCs with $30 million or more in SBA dollars outstanding L/LMS
details historickand projected performance data:

(1) For use in planning and conductingsite reviews or examinations;
(2) To assist in prioritizing oite reviews or examinations, and

(3) As a system to monitd@DCs between ofsite reviews or
examinationsAdditional informaton regarding ossite reviews and
examinations can be found 13 CFR 120.1050060andS B A 6 s
SOP 51 00

b) Additionally, in accordance with3 CFR 120.1010a CDC must allow

SBAGs au fpresentativeseadcess te its SBA files to review, inspect

and/or copy all records and documents relating to SBA guaranteed loans

or as requested for SBA oversight

c) SBA may request reports on a case by case.basis
C. Supervision and Enforcement

1. An integral part of overseeing the CDC
and take enforcement actions as necessary.

2. The D/FA has responsibility for dag-day management @DCs with an SBA
risk rating of 1, 2, or 3With the exeption of servicing actions on individual
loans which will be reviewed by OFAhe D/OCRMis responsible for dato-
day management including approving delegatmingrogram authority of
CDCs with an SBA risk rating of 4 or. 0 FR 21262April 25, 2007

D. Oversight and enforcement actidis CFR 120.1400600
1. SBA may take enforcement actions against a CDC if the G&r@xample)

a) Fails to receive approval for at least 4 loans dulast? consecutive
fiscal years;

b) Fails to comply materially with SBA Loan Program Requirements;

c) Makes a material false statement or fails to disclose a material fact to
SBA;

d) Performs actions with respect to the 504 loans in a commercially
imprudent or unreasonable manner;

e) Fails tocorrect a deficiency after receiving notice of same from SBA; or

ff Exercises poor behavior or takes act
of the 504 program.

2. SBA may take enforcement actions against an ALPCLP CDC if the CDC
(for example)

a) Does not continue to meet the requirements for eligibility;
b) Fails to follow SBA Loan Program Requirements; or
c) Fails to maintain a LLRE&s requiredPCLP only).

SBA identifies the types of enforcement actiongd3nCFR 120.1500BA, in
its discretion, mayindertakgfor example)

a)

Immediate suspensipapon written noticewhen SBA determines that
one or more grounds set forthi8 CFR 1201400(c)(11) exist andsuch
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action is necessary to prevent significant loss to SBA or significant
impairment of program integrity;

b) Suspension or termination of the CDC

(1) Participate in the 504 program or any pilot or other program within
the 504 program; or

(2) Perform any function under the program (processing, closing,
servicing, liquidation or litigation).

c) Transfer of some or all oforatyhe CDCOs
other entity(13 CFR 120.1500(e)(};)

d) Instructthe Central Servicing Age€SA) to withhold payments to CDC,;
or

e) For ALPor PCLPCDCs, suspension or termination of t8®Cs authority
to participate as an ALP or PCLP CDC.

f)  Theterm of any suspension will be determined by SBA in its discretion.

Enforcement Procedurés CFR 120.1600

a) For all enforcement actions other than immediate suspension, SBA will
issue a written notice to the CDC:

(1) Identifying the proposed action;
(2) Outlining the reasons for the action; and
(3) Stating the ternand scopeof the any suspension proposed.
b) For immediate suspension, the written notice will contain the:
(1) Reasons for the action; and, if from a third party, the
(@) Name of the third partygr
(b) Documentation received from that party; or
(c) If there are compellingeasons not to release that information,
a summary of same.
(2) Term and scope of the suspension.

c) A CDC proposing an objection to the action must file a written objection
to theappropriate SBA officiabr other person identified in the notice
within 30 calenar days of its receipt of the notice from SBA as provided
in 13 CFR 12a.600.

d Upon CDC6és request, SBA, in its disc

e) If CDC timely files a written objection, SBA will

(1) Issue a written notice of decision to the Cifthin 90 days of either
receiving the objection or from when additional information is
provided, whichever is later, unless SBA provides notice that it
requires additional timeand

(2) For immediate suspension, the notice must be issued \8rdays
of receivirg the objection advising if SBA is continuing with the
suspensionunless SBA provides notice that it requires additional
time.
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f)  SBA, in its discretion, may:
(1) Seek additional information; or
(2) Consider an untimely objection.
g) SBA may then issue a notice of firrgency decision.

h) CDC may appeal the final agency decision in accordanceSkEif
regulations

5. Mergers

CDCs wishing to merge must notify the SBA in writing of their desire to merge.
A letter signed by a responsible management official accompanie8agrd

of Directors resolution from each of the CDCs wishing to merge must be sent to
the District Office. The request should include the following:

a) The name of the proposed merged entity;
b) A listing of the proposed Membership of the merged entity;
c) Alisting of the proposed Board of Directors of the merged entity;

d) An explanation of th@urpose of thenerger and how the merged entity
will service its area of operations;

e) Copies of the proposed merger documents and any proposed amendments
to the Articles ofincorporation and By.aws;and

f) A pro forma balance sheet and income statement for the merged entity.

The District Office should prepare a recommendation that should include, but
not be limited to, an evaluation of the historical performance of the sogvivi
CDC regarding the:

a) Quality and completeness of the CDCO
b) CDCbs credit analysis abilities as w
and procedures;

c) CDCO6s capability and perandr mance r el

d) C D C éesvicing capability and performance (include comments from the
appropriate servicing center(s)).

Thedecisionprocess is a twstep process:

a) The CDCb6s regqguest and t he slvulsber i ct Of
sent by email to the Chief, 504 Progr&manch who will forward it to the D/FA
for a final decision

b) If SBA approvethe mergerSBA will notify the CDC whichmust
provide SBA with

(1)  Copies of the documents for the merger filed with the state

(2)  Any executed amendments to #eicles of Incorporation and By
Laws and

3) Revised list of the Members of the CDC and Board of Directors,
along with the corresponding Minutes of the meetings for the
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Members and Board Resolution reflecting the approval of the
changes

Upon receiptreviewand approval of the merger documei@8BA
will take the steps necessary to merge the portfolios.

6. Voluntary Transfer and Surrender of CDC Certification

SBA regulations at3 CFR 120.85discuss the circumstances under which a
CDC can voluntarily transfer and surrender its certification.

The pocess for voluntary withdrawal and surrendering a CDC certification
requires the following:

a) The CDC must notify the SBA in writing of the intent to withdraw from
the program. The letter must be signed by a responsible management
official and accompandeby a Board of Directors resolution stating the
intent to withdraw from the program.

b)  Upon receipt of the letter afitent to withdraw and approval IBBA, the
CDC must surrender to SBA all active loans files for review and transfer.

c) The District wil make a recommendation to transfer the files of the
withdrawing CDC to one or more CDCh order to make a
determination that the recipient CDC(s) is/are capable and have the
capacity to take on the additional responsibility of an increased portfolio,
the District Office should prepare a recommendation on behalf of the
recipient(s)that should include, but not be limited to, an evaluation of the
CDCOs:

(1) Quality and completeness of loan packages;

(2) Credit analysis abilities as wellas knowjed of SBAOGs polic
procedures;

(3) Capability and performance related to loan closing; and

(4) Servicing capability and performance (include comments from the
appropriate servicing center(s).

d The CDCds request annmendatienfddtrassfer i ct O
of the portfolio should be emailed to the Chief, 504 Program Branch who
will forward it to the D/FA. Upon receipt and review, SBA will notify the
CDC of SBAOGs acceptance of their req
andthe Distict Office will be notified of by the 504 Program Branch of
the steps necessary to complete the tramsfire portfolioto another
CDC.

V. TYPES OF CDCS

In order for a CDC to apply for a change in status, the CDC must be in compliance with
SBA Loan PrograniRequirements.
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A. Priority CDCs 13 CFR 120.802

Priority CDC status provides for expedited 504 loan closTogrequest this status,
the CDC must use the services of a Designated Attorney.

1. To become a priority CDC, a CDC must have:
a) Atleast one 504 closing attorney, designated as provided below;
b) Adequate expénce and expertise in 504 loan closings;
c) A history of presenting complete and accurate closing packages;

d) Satisfactory SBA performance as determined by SBA in its discretion.
The CDCO6s Risk Rating, among ot her
determining stisfactory SBA performance. Other factors may include,
but are not limited to, esite review/examination assessments, historical
performance measures (like default rate, purchase rate and loss rate), loan
volume to the extent that it impacts performamzasures, and other
performance related measurements and information (such as contribution
toward SBAOGS mission).

e) A qualified and knowledgeable staff;
f) A satisfactory working relationship with its Lead SBA Office; and

g0 Directors and adndeindoemraadisubbtaneebi | i t vy
satisfactory to SBA with:

(1) Anendorsement covering CDC committees and staff engaged in the
closing process;

(2) Limits of at least $1,000,000/$1,000,000;
(3) A deductible not more than $10,000; and

(4) A declaration that SBA will receivat least 20 days prior notice of
any lapse of coverage, failure to renew, or cancellation.

(5) The CDC must submit to SBA annually a certificate from its
insurance carrier confirming this coverage.

2. Application Process
a) Application by the CDC

(1) The CDC submits written application to the Lead SBA OfficEhe
application must address each of the items in the previous paragraph,
the items identified in paragrapt.A.1, 2 and 5 abov@o assure
that the CDC remains in compliance with these requiremeartd)
mustt ncl ude a copy of the CDCO6s i
insurance or declarations page showing:

(@) The amount of coverage,;

(b) The amount of the deductible;

(c) The premium; and

(d) A declaration from the insurance company that SBA will
receive the required02day notice of cancellation.
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(2) The Lead SBA Office forwards the application to th&M®ivith the
recommendations of the district director, district counsel and other
field offices, if applicable.

b) Nomination by the Lead SBA Office

(1) The Lead SBA Office sendsn@mination to the IFA with a copy to
the CDC.The nomination must be signed by the district counsel and
the district directorThe nomination should address all of the
conditions above and include evidence of the required insurance
coverage and the naméthe Designated Attorney.

(2) If the application contains both a request for Designated Attorney
and a request for priority status, the Lead SBA Office should send
the complete package to tb&A, who will forward the attorney
information to Office of Germal Counsel (OGC).

c) Notification to the CDC

The D/FA will notify the CDC in writing of its approval and the attorney
will receive a separate acceptance letter from OGC.

Designated Attorney is defined 528 CFR 120.802To become a Designated
Attorney, an attorney must submit evidence of:

a) A degree from a regmized law school,

b) Membership in the bar of the state
practice is or will be primarily located;

c) Professional malpractice insurance coverage:
(1) With limits of at least $1,000,000/$1,000,000; and

(2) A deductible not to excee®8,000 for individuals and firms with 3
or fewer attorneys, $50,000 for law firms with more than 3 attorneys
or $100,000 for large law firms with more than 25 attorneys.

(3) Applicants may request a hardship exemption from the General
Counsel with respect thé policy limits or the deductibl®olicy
limit reductions to $500,000/$1,000,000 will only be granted to sole
practitioners and small firms of three or less attorneys, while
deductible requirement waivers will only be granted to larger firms
with a demostrated, strong financial history.

(4) Sole practitioners seeking a hardship waiver must state what their
present annual premium is and what it would cost to get $1,000,000
with $20,000 deductible and $500,000/$1,000,000 with $20,000
deductible All other relevant financial information should also be
provided.

d) Attendanceatan SBAapproved 504 loan closing training course.
Attorneys may fulfill this requirement at any time prior to designation or
within 6 months after designation; and

e) Adequate expertise in 50dan closings.

Process to request Desigréhfdtorney status
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a) The CDC nominates the attorney by submitting an application to the SBA
field office in which the Anttorneyos
application must include:

Q) A submission on the attorneyodos | et
conditions in the previous paragraph;

2) A copy of the attorneyo6s mal practi
of insurance or declarations page showing the:

(&) Amount of coverage and deductible;
(b) Premium; and
(c) Name of the attorney insured.

(3) If the attorney requests a hardship exemption with respect to the
insurance policy limits or a waiver of the amount of the deductible,
the attorney must include the requestwiite application, supported
by appropriate information including:

(@) The amount of the policy limits or deductible; and
(b) The current premium;

(c) The quote obtained for the increased premium;
(d) The size of the firm;

() The firmbds arr an gedocthtetsuchasa cover
loss reserve or escrow; and

H Evidence of the firmdéds history a
b) Other Restrictions/Requirements
(1) A designated attorney cannot be:
(@ An employee of the CDC or of an associate of the CDC.

(b) On the board of the CDC, giwipate in its lending decisions,
or otherwise be too closely associated with the CDC.

(2) An attorney may be a member of the CDC, but not an officer,
provided SBA Counsel determines the attorney is not too closely
associated with the CDC. SBA Counsel mustcs i der t he at't
relationship with the CDC including:

@ The degree of control exerted by
decisionmaking;

(b) Any benefits accruing to the att
association with the CDC; and

(c) Any appearance of conflicf interest.

c) The SBA field office forwards the application to the Office of General
Counsel (OGC) with the recommendations of the district director, district
counsel and other field offices, if applicable.

d) OGC will notify the attorney that he/she has beerepted as a designated
504 closing attorney
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e) The district office must allow a CDC to use a fawsignated attorney for
a reasonable time to develop an additional designated attorney or to
replace a designated attorney. In either event, SBA counsetedpt
the closing package from a ndesignated attorney and conduct a-hon
priority closing review.
5. To retain Designated Attorney status an attorney must:

a) Deliver annually to the Office of General Counsel on or before July 1, a
certificate from its insurare carrier confirming the existence of this
coverage.

b) Notify SBA immediately if there is a change of status (e.g., new address,
new law firm or change in malpractice coverage).

c) Submit evidence of attendanaean SBAapproved closing update course
every 2years. The attorney may take the course any time within the year
their status would expire to maintain their status.

6. Termination of PriorityCDC Status

The D/ FA or designee may terminate a CI
cause, including, but not | imited to,
attorney, failure to maintain adequate insurance coverage, submission of
unsatisfactory closing packagesfaiture to maintain a good working

relationship and good communications with SBA field office personnel.

B. Accredited Lenders PrografALP)

SBA may designate a CDC as an Accredited LemlleP-CDCs are accountable for

thorough credit and eligibility analysis on loan applications and on servicing actions.

The Agency reliesonthe ALEDCO6s credit analysis in mak
guarantee the debenture and complete the dewctation in a reduced timeframe.

1. Application for ALPstatus

a) A CDC may apply in writing to its Lead SBA Office providing all
applicable information addressed in subparagraph 2 below.

b) To be eligible for ALPstatus, a CDC must have permanent CDC status.

SBA will consider the following factors:

(1) CDC staff experience;

(2) Number of 504 loans approved and size of portfolio;

(3) Satisfactory SBA performance as determined by SBA in its
di scretion. The CDC6és Risk Rating
considered in determining satisfactory SBA performance. Other
factors may include, but are not limited to;site
review/examination assessments, historical performance measures
(like defaut rate, purchase rate and loss rate), loan volume to the
extent that it impacts performance measures, and other performance
related measurements and information (such as contribution toward
SBAOGsS mission) .

(4) Record of compliance with SBA Loan Program Regients;

(5) Priority CDC status; and
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Record of cooperation with all SBA offices, including field offices
and SBAO6s | oan processing and seryv

c) Seel3 CFR 120.84@nd120.841

2. Lead SBA Office Review

a) The Lead SBA Office must review the Alapplication and make a
recommendation within 2 weeks of receipt of G® C 06 s Thesliedade r .
SBA Of ficeds recommendati on must i nc

(1)

(@)
3)

(4)

(5)
(6)
(7)
(8)

(9)

(10)

An evaluation, in conjunction with the SLPC and the appropriate
CLSC, of the:

(@ Quality of the CDC6s | oan packag
() CDC st aff 6s k pobcied amdipgoeedunes; S B A
(co CDC staffds credit analysis abil

o

(d CDC staffodés capability and perfo
and
() CDC staffbés servicing capability

Evidence that the CDC is in compliance with 13CFR 120.840 &
120.841;

A certified copy of the CDC's Board of Directors' resolution
authorizing the application for ALBtatus (this is only required for
new ALP CDC applications not for renewals);

Comments from the CDC and the Lead SBAg#fon any

out standing issues on the CDCb6s mo

Report including:

(@) Any failed benchmarks;

(o) Any I oans in the A90 day or mor e
ACadJplb category; and

(c) Any past due Annual Reports;

Veri fi cat i onmpoyeastare eithex hir€l@igotly by e

the CDC or are under a contract that has been approved by SBA;

A copy of the contract and the Board of Directors (BOD) resolution
must be provided (if applicable);

Verification that the CDC is in compliance witB CFR 120.824
120.825and120.826;

A copy of and an ewvenltbyWawsandn of t he
articles of incorporation to insure that they are in compliance with
the regulations;

Evidence of compliance with the requirements of a Priority CDC,

including Board of Directorsé6 |iab
Attorney requirements €& paragrapk'.A above); and
Current |list of the CDCO6s Member sh

any committees.
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b) The Lead SBA Office forwards the application and its recommendation to
the appropriate SBA official for final determination.

3. Term ofdesignation
SBA will designate a CDC as an ALPDC for up to two years and may renew
the designation for additional two year periods.

4. Renewalbf an ALRC D C designation

a) Ninety days prior to the end of the term, the CDC should apply in writing
for renewal to the Lead SBA Officéhe application for renewal must
address all of the requirements found &iCFR 120.84@nd120.841and
submit the required items noted in paragraghs 1 and 2above.

b) The Lead SBA Office wild| review t he
Report and send its recommendation to the appropriate SBA official for
final determination.

5. Recognition of ALPStatus Between SBA Offices

Once the CDC is approved as an ACPC for a particular field office, it is an
ALP-CDC for its entire Area of Operations.

6. Oversight and Enforcement Actions

See Paragraplv of this Chapter above.
C. Premier Certified Lenders Program (PCLP)

Under the PCLP, SBA designates qualiféBCs as PCLRCDCs and delegates

to them increased authority to process, close, service and liquidate 504L.®ans.
CFR 120.84&BA also may give PCLEDCs increaseduwthority to litigate

504 loans13 CFR 120.84%0ansprocessed under PCLP are subject to the
same loan terms and conditions as other 504 loans, but SBA delegates to the
PCLP CDC all loan approval decisions, except eligibility.

1. Application for PCLP Status

A CDC may apply in writing to its Lead SBA Officequiding all applicable
information set forth in paragraphB.1 and 2above and the following:

a) A certified copy of the Board of Directors' resolution authorizing the
application for PCLP status (this is only required for new PCLP CDC
applications not forenewals); and

b) Evidence that the CDC:

(1) Isin compliance with its Loan Loss Reserve Fund (LLRF)
requirements;

(2) Has established a PCLP processing goal of 50%; and

(3) Has a demonstrated ability to process, close, service and liquidate
504 and/or PCLP loapand

(4) Has satisfactory SBA performance as determined by SBA in its
di scretion. The CDC6és Risk Rating
considered in determining satisfactory SBA performance. Other
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factors may include, but are not limited to;site

review/examiation assessments, historical performance measures
(like default rate, purchase rate and loss rate), loan volume to the
extent that it impacts performance measures, and other performance
related measurements and information (such as contribution toward
SBAGS mi.ssi on)

2. Lead SBA Office Review

a) The Lead SBA Office must review the PCLP application and make a
recommendation within 2 welaklesadof r ec
SBA Of ficeds recommendati on must add
the informatio stated in the previous paragraph.

b) The Lead SBA Office sends the application and its recommendation to the
SLPC. The SLPC reviews the materials and forwards the entire
application including all supporting documentation with its
recommendation to the apjpriate SBA official for final determination.

3. Natification of PCLP Status
SBA will notify the CDC in writing of an approval or decline of a PCLP

application.If the application is declined SBA will notify the CDC of the
reasons for the decline.

4. LoanGuarantyAgreement Premier Certified Lenders Program (PCLP)

Upon approval as a PCLP CDC, the SLPC will send the CDC a Loan Guaranty
Agreement Premier Certified Lenders Pargr(PCLPYSBA Form 2006). The
CDC must sign and return the agreement before it can begin processing PCLP
loans.

5. PCLP Term
SBA will confer PCLP status for a period of up to two years.
6. Area of Operations

The PCLP CDC may exercise its PCLP authority in its entire Area of
Operations.

7. Loan Loss Reserve Fund (LLRF)

a) A PCLP CDC must establish and maintain a LLRF for its financings under
this program. The LLRF will be used to reimburse the SBA for 10 percent
of any loss sustained by SBA as a result of a default in the payment of
principal or interest on a PCLP debentltach Loss Reserve must equal
1% of the original principal amount of each PCLP debenture.

b) The PCLP CDC must grant SBA a first priority perfecsecurity interest

initsLLRF.The security interest in the PC
granted pursuant to a security agreement between the PCLP CDC and
SBAThe security interest in the PCLP

pursuant to a control agreement beg¢w the PCLP CDC, SBA and the
applicable depository institution.
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c) When establishing a LLRF, a PCLP CDC must coordinate with its Lead
SBA Office to execute and deliver the required documenta&BA
created a Control Agreeme®BA Form 223(and a Security Agreement
SBA Form 222%hat must be used sonnection with the PCLR any
changes to the agreements are required in order to meet local legal
requirements, or if significant numbers of local lenders are adverse to
executing the agreements, SBA field counsel must work with the OGC to
make appropate changes to the agreeme#tsully executed original
copy of the control and security agreements, as well as any applicable
financing statements, must be provided to and retained by the lead SBA
office.

d) All documents must be satisfactory to SBA intbfidrm and substance.
SBA may require changes in, or supplements to, the documentation from
time to time.If a depository institution will not enter into any agreement
required by SBA or violates the terms of any such agreement, the PCLP
CDC may not mainia an LLRF with that institution.

e) For further guidance on the LLRF, see the table at the end of this chapter
and13 CFR 120.847

8. RenewabfanPCLPCDC6s designati on

The SLPC automatically starts the renewal process just prior to the expiration of

a CDCo6s PQCQHeBLPS bsastfarcommet s from t he CDCOs
Of fice and the SBAOGs s eSrBvAIGcsi mmge va nedw |wi gt
address all of the requirements found atCFR 120.84@nd the items noted in
paragraph¥.C.1 above.

D. Oversight and Enforcement Actions

See ParagraplVv of this Chapter above.

What Each PCLP CDC Must Do Deadline For Activity

EstablishLLRFs 180 days after becoming a PCLP CDC
Contribute 50% of the required Loss Reser| Within 5 business days after the PCLP
for a PCLP Debenture Debenture is sold

Contribute an additional 25% of the require| 1 year after PCLP CDC issues PCLP
LossReserve for a PCLP Debenture Debenture

Contribute the final 25% of the required Log 2 years after PCLP CDC issues PCLP
Reserve for a PCLP Debenture Debenture

Pay SBA its Exposure on a PCLP Debentu| 10 days after the PCLP CDC and SBA
i n | i e uwithdrawab dd aroents from| determine the Exposure

the Loss Reserves (optional)
Contribute to the Loss Reserve any differery 30 days from the creation of the difference
between the required amountlafss
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Reserves and actual Loss Reserves resulti
from transfersfees, or any other reason

Pay SBA any difference between the
Exposure on a PCLP Debenture and the Lg
Reserves after SBA makes withdrawals fro
the Loss Reserves

45 days after demand for payment by SBA

Report to and reconcile with the lead SBA
office any discrepancies between the
Quarterly PCLP List of Required LLRF
Deposits and its records

45 days after the end of each quarter

Submit to lead SBA office the Quarterly
PCLP Summary of LLRF Balances

45 chys after the end of each quarter

What Lead SBA Office Must Do

Deadline For Activity

Notify Sacramento Loan Processing Cente
when a PCLP CDC meets LLRF initial
establishment requirements

30 days after it verifies compliance

Process requests fimterest earned on LLRF,
or excess funds in LLRF

15 days after request by PCLP CDC, unles
there is disagreement on entitled amount

Transmit to each PCLP CDC the Quarterly
PCLP List of Required LLRF Deposits

15 days after the end of the quarter

Work with PCLPCDCs to reconcile any
differences in quarterly Loss Reserve
calculations

Within 45 days of the end of the quarter

Review and approvihe Quarterly PCLP List
of Required LLRF Deposits

Within 60 days of the end of the quarter

Written noticetoth® CLP CDC of

intent to transfer funds from the LLRF

No less than 3 days before effecting the
transfer

VI.  AREA OF OPERATIONS

There are 3 ways a CDC may process 504 loans outside its approved area of dperation

they are:

1 - Caseby-case requests based particular circumstances

2 - Expanding based on a Local Economic Area (LEA)

3 - Becoming a MultiState CDC
Caseby-casel3 CFR120.839

1. A CDC may apply to make a 504 loan for a Project outside its Area of
Operations to the field office serving the area in which the Project will be
located. The CDC musedonstrate that it can adequately fulfill its 504
program responsibilities for the 504 loan, including proper servicing.
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The field office may approve the applicatiothe CDC has satisfactory SBA
performance as determined by SBA in its discretion atheei

a) The applicant CDC has previously assisted the business to obtain a 504
loan; or

b) The existing CDC o€DCs serving the area agree to permit the applicant
CDC to make the 504 loan; or

c) There is no CDC within the Area of Operations.

B. Local Economic Area (EA) Expansioril3 CFR120.835

74

1.

A CDC may apply for egansion of its territory to include a Local Economic
Area (LEA).An LEA is an area, as determined by SBA, that is:

a) In a State other than the State in which an existing CDC, or an applicant
applying to become a CDC, is incorporated,

b) Is contiguous to the QD's existing Area of Operations, or the applicant's
proposed Area of Operations, of its State of incorporation, and

c) Is apartof alocal trade area that is contiguous to the CDC's Area of
Operations (or applicant's proposed Area of Operations) of its &tat
incorporation.

Examples of a local trade area would include a city that is bisected by a State
line or a metropolitan statistical area that is bisected by a State line.

A CDC that has been certified to participate in the 504 program may apply to
expar its Area of Operations if it meets all requirements to be an Accredited
Lender Program (ALPCDC, as outlined elsewhere in this chapter, and
demonstrates that it can competently fulfill its 504 program respatishih

the proposed area.

Application Process

a) The CDC must submit the items listed below to its Lead SBA Office (13
CFR120.802 Definitions).

(1) Alist of the requested area(s) (e.g., a county, parish, incorporated
city) in the contiguous state and information supporting how those
area(s) meet the definitiaf a Local Economic Aredl8 CFR
120.802 Definitions).

(2) A certified copy of the resolution of the Board of Directors
approving the proposed expansion; a copy of any changes to the
articles of incorporation that are required; and a copy of any bylaw
changes that are required (or a statement that no chaeges a
necessary)CDCs are reminded that they may have to register as a
Aforeign corporationo in the state

(3) Documentation showing that the CDC currently meets the
requirements of an ALEDC. (This includes thos€DCs that are
ALP CDCs already.J13 CER 120.841Qualifications for the ALP
and earlier in thischaptel)n addi ti on, the CDCO6s
provide a written statement certifying that the CDC is operating in
compliance with its articles and #gws and is in good standing with
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its State of incorporatiod CDCOSs attorney must r e
corporate documents and minutes of board and membership
meetings before providing the certification.

(4) A summary of the qualifications and experience of any new
professional staff who will&@responsible for marketing, packaging,
processing, closing, servicing, and if applicable, liquidating the loans
in the expanded area as well as a com@3&a Form1081, signed
and dated within 90 days of submission to SBAd fingerprint card
for each prson.If the new employees will be provided under
contract, submit a contract for their services that meets the
regulations governing contrac{&.3 CFR 120.82/n addition,

i dentify the CDCO0s Designated 504
to practice in that jurisdictionlf a CDC does not have a desaed
attorney in that jurisdiction at the time of application, then:

(@) The CDC may request a waivier a period of up to 2 yeaos
the requirement of a designated 504 Closing Attorney through
the District Office in the new jurisdiction as part of the L&A
Multi-Stateexpansiorrequest

(b) If awaliver is granted under (a) above, the LEA or Mattate
expansion will also be limited to the period of the waivér.
the CDC does not haweDesignated 504 Closing Attornaly
the end of 2 vyeadJvuls-StateaexpansicnDCo s L E
will expire.

(c) TheCDC may not close loans as a Priority CDC in the area of
expansion until such time as they have a Designated 504
ClosingAttorney licensed to practice in that state.

B5) A copy of the CDCo6s mianagemetcent | y
Report demonstrating thdt:) t he CDC6s portfolio
the 5 SBAestablished risk benchmarks; 2) all loan statuses (i.e.

Those items listed in the mid section of the report under status

summary) are current or in compliance;8re are no loans listed

under the ALoans 90 or More Days P
are no | oans | i st-dpdThatMisbediAt Léakst8 a ns i
Consecut i v @ftheraarenheams tursler Blos. 3 and 4,

provide documentation for each suoan describing the actions

taken to correct the deficiencies on those loans after the report was
prepared and whether those efforts were successful for each of the

relevant loans.)

b) The Lead SBA Office will review the request and submit to Headquarters
the following in the analysis of the request for an LEA expansion:

(1) Comments on whether the CDC is in
regulations and policies;

(2) Comments on whether the Lead SBA Office agrees that the areas
requested meet the definition of a Local Emmic Area;
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(3) Confirmation that the Lead SBA Office has reviewed any new
contracts to determine if they meet the requirements set foith in
CFER 120.824nd a note that the contracts have been approved by

SBA;

4 Comments on the CDCo6s ability
servicing activity resulting from thexpansion; and

®5) Any other pertinent comments regar
operations.

(@)

(b)

(©)

The Lead SBA Office must solicit the comments of any other
field office in which the CDC operates or proposes to operate
as well as the comments of the processirdysanvicing

centers.

The Lead SBA Office must determine that the CDC is in
compliance with SBA's regulations, policies, and performance
benchmarks, including pi@pproval and annual review by SBA
of any management or staff contracts, and the timely
submision of all annual reports.

In making its recommendation on the application, the Lead
SBA Office may consider any information presented to it
regarding the requesting CDC, the existing CDGZDCs that
may be affected by the application, and the propésed of
Operations.

(6) The Lead SBA Office will submit the application, recommendation,

and supporting materials within 60 days of the receipt of a complete

application from the CDC to the D/FA, who will make the final
decision.

If the Lead SBA Office detemines that the CDC LEA application is
incomplete, it should inform the CDC in writing, identifying the
information missing from the applicatiohhe Lead SBA Office also has
aut hority to declAietteeoutiningizCo s
reasons for decline and the CDCOs
CDC with a copy to th®/FA. The CDC has 60 days to appeal the decline
to the Lead SBA Office for action by tiEFA.

SBA will consider whether the CDC has satttbry SBA performance as

full

determined by SBA in its discret.i

other factors, will be considered in determining satisfactory SBA
performance. Other factors may include, but are not limited tsjten
review/examination ass&sents, historical performance measures (like
default rate, purchase rate and loss rate), loan volume to the extent that it
impacts performance measures, and other performance related
measurements and information (such

mission)

The D/FA may consider any information submitted or available related to
the applicant and the applicatid@BA will notify the CDC of its decision
in writing, and if the application is denied, the reasons for its decision.
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C. Multi-State Expansioh3 CFR120.835

A CDC can expand by applying to be a Mi8tate CDC provided the State the CDC
seeks to expand into is contiguous to the State of the CDC's incorporation; the CDC
demonstrates that its membership meets the requiremel8JRR 120.822

separately for its State of incorporation and for each additional State in which it seeks
to operate as a Mulbtae CDC; and the CDC has a loan committee meeting the
requirements o013 CFR 120.823

1. Application Process

A CDC seeking to become a MuBitate CDC must apply to the Lead SBA
Office where the CDC intends to locate its principal office for that Staike.
request must include:

a) Demonstration that the state ttia¢ CDC seeks to expand into is
contiguous to the st a[t3CFRI20.80he CDCOGs
Definitions]

b) Alisting of the 25 new members that meets the requirements contained in
13 CFR 120.822 (a]13 CFR 120.835(c)(2)]

c) Alisting of the new members of the loan committee that meets the
requirements contained I8 CFR120.823[13 CFR 120.835(c}]] For
loan committee members, provi88A Form 108%or each member and
if necessary fingerprint cards.

d The address where the CDCb6s principa
located and a copy of the lease if the space is to be |€E3€FR

120.835(c).

e) A certified copy of the resolution of the Board of Directors (BOD)
approving the expansion; a certifiedpy of any changes to the articles of
incorporation that are required; and a certified copy of any bylaw changes
that are required (or a statement that no changes are required).

) After the CDCO6s attorney has had an
documerds and minutes of board and membe
attorney is to provide a written statement certifying that the CDC is
operating in compliance with its articles andlaws and is in good
standing with its State of incorporatidhregistrationas a foreign
corporation is required, provide a copy of the registration.

g) Evidence that the CDC currently meets the requirements of arCAIP,
(This includes thos€DCs that are ALRCDCs already.J13 CFR120.840
and120.841 Qualifications for the ALP, and earlier in this chapter].

h) A copy of the binder page oftlto ar d of Directorsé cur
insurance or a Certificate of Insurance reflecting at least $1,000,000
Liability coverage and a deductible/retention of not more than $10,000.

i)  The name of the designated attorney licensed to practice in the new state.
Include proof that the designated status is current and provide a copy of
the binder page of the attorney6s cu
Certificate of Insurance reflecting at least $1,000,000 Liability coverage
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and a deductible/retention of not redhan $10,000. The certificate must
either contain the name of the designated attorney or provide it in an
attachment.J3 CFR 120.841(¢)

A copy of the CDCO0s most recently
demonstrating that:

(1) The CDC6s portfolio performance
established risk bencharks.

(2) All statuses are current or in compliance;

B3 There are no |l oans | isted under
Dueo category;

(4 There are no | oans }FUpFhateMissedAtd e r

by

Least 3 Consecutive Payments. o

(5) If there are loans under Ndsand 4, then the CDC should explain
what action has been taken, such as a deferment or a request that
SBA purchase the debenture.

6) The CDCO0s Annual Report submiss
Report is in compliance.

The CDC must demonstrate that it hagsfactory SBA performance as
determined by SBA in its discret.i
other factors, will be considered in determining satisfactory SBA
performance. Other factors may include, but are not limited tsiten
review/examinatiorassessments, historical performance measures (like
default rate, purchase rate and loss rate), loan volume to the extent that it
impacts performance measures, and other performance related

measurements and information (such

mission).

Provide a summary of the qualifications and experience of those loan
officers who will be responsible for marketing, packaging, processing and
servicing the loans in the expanded attthe loan officers are new
employees, provide a complete 1@G81d fingerprint card (as required) for
each employedf the new employees will be provided under contract,
submit a contract for their services that meets the regulations governing
contracts 13 CFR 120.824

Analysis by the SBA Officd3 CFR 120.837

a)

The Lead SBA Office conducts a review and comments on:

(1) Any previous experience with the applicant, inchglcomments on
the CDCO6s ability to handl e an
including onsite servicing of an expanded geographic area.

(2) The CDC6és compliance with SBA'Ss
performance benchmarks, including the timely submissiaall
annual reports.

(3) Compliance of any new contracts with SBA regulatidd& CFR
120.824.
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(4) Comments from other field offices that have dealings with the
applicant, including Servicing Centers.

®5) Any other pertinent comments regar

b) I'f the Lead SBA Of f iadhe€BCimmal ysi s de
compliance with SBAOs r e@DCstheée i ons an
district will, within 60 days of receipt of a complete request, forward the
CDCb6s application along with the Lea
recommendation to tHe/FA.

c) Ifthe Lead SBA Officebs analysis det e
compliance with SBAOs r e@DCs,eetunons an
the application to the CDC identifying the outstanding issues to give the
CDC an opportunity to come into compliance.

3. The Decision

a) The D/FA may consider any information submitted or available related to
the applicant and the application and will make the final deciSIBA
will notify the CDC of its decision in writing, and if the application is
denied, the reasons for decision.

b) Multi-StateCDCs must maintain a separate accountorgeach State of
all 504 fee income and expenses and
evidence that the funds resulting from its Mi8tate CDC operations are
being invested in economic developmnh activities in each State in which
they operatel3 CFR 120.825

c) IfaCDC is approved to operate as a M@itate CDC, the CDC's ALP
PCLP, or Priority CDC authority will carry over into every additional
State in which it is approved to operate as a Matitite CLT.

Effective Date: October 1, 2011 79


http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?type=simple;c=ecfr;cc=ecfr;sid=c2233c35bc03f5bde1694918703a2943;idno=13;region=DIV1;q1=120.825;rgn=div8;view=text;node=13%3A1.0.1.1.16.8.231.11

Subpart B SOP 50 10 5(D)

SUBPART B
SECTION 7(A) BUSINESS LOAN PROGRAMS

PURPOSE OF THIS SUBRART

This subpart contains the policies grdcedures governing 7(a) business loan programs

including standard 7(a), the Certified Lenders Progtam Preferred Lenders Program, SBA
Express and the Agencyo6s Pilot Loan Progr ams

When the policy set forth in thisuBpartdoes not adequately address the unique circumstances
regarding a particulanatter an exception to policy may la@proved by the D/FA. The D/FA
may not approve an exception to policy if such exception would basmtent with a statute or
regulation. A request for an exception to policy must be submittide toGPC The LGPC will
analyze the request and make a recommendation [/f#e or individual acting in that
capacity,who will make the final decisiomhe decision must be documented in the filais
procedure may only be used in situations wizengnor deviation from standard policy is
necessaryor the specific situationExceptions to policwill be consideredn a casédy-case

basis and the deams will only apply to the specificequest

CHAPTER 1: GENERAL DESCRIPTION OF THE 7(A) LOAN PRO GRAMS

SBA is an agency of the federal government that is authorized throai@mtall Business Act to
guarantee loans made by lenders to eligible small busin€s36SER Part 120

l. VARIOUS DELIVERY MET HODS

A. TheAgency guarantees loans through various delivery methods including:
1. Standard 7(a) Loan Processing

Small/Rural Lender Advantage (S/RLA)

Certified Lenders ProgragCLP)

Preferred Lenders Program (PLP

Small Loan Advantage (SLA)

SBA Express

Export Express

Pilot Loan Programswhich currently include:

a) PatriotExpress

b) Community Advantage (covered by a separate Community Advantage
Participant Guide); and

c) Dealer Floor Plan (covered by a separate Dealer Floor Plan Procedural
Guide).

1. USE OF LOAN PROCEEDS
SBA loan proceeds may be used to finance any of the following:

© NOoO s WD

1. Working capital;
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Furniture and fixtures;

Machinery and equipment;

Purchase of land and building including construction and renovations;
Business Acquisitiorand

6. Refinancingof existing debt.

II. SUMMARY OF DELIVERY METHODS AND PILOT LO AN PROGRAMS

The following charts summarize the various
programs, including Pilot LeaPrograms

a e
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7(a) LOANS (exc&BA Express, Export Exprespidban programs)
Standard 7(a), ClSPpall/Rural Lender AdvanRigeand Small Loan Advantage
Attribute Standard 7(&LP Small/Rural Lender| Preferred Lenders Progrg Small Loan Advantage (SLA)
AdvantagéS/RLA (PLP)
Geographic Area | Nationwide Nationwidnly Nationwide Only available to PLP Lenders.

available to lenders th
have averaged 20 SB
loans or lesmnually
for the last 3 fiscal

yeary

Borrow Portion of
SBA Application

SBA Form 4 plus required
attachments.

Form 2301, Part A

Same as Standard 7(a)

Same as S/RLA.

Lender Portion of
SBA Application

Full credit analysis by lender on
Form 4. Submitted to SBA for i
review prior to SBA approval.
Eligibilituestionnaire may be
completed by lender but is not
requiredCLP lenders prepare
Authorization and submit to SB/
with application.

Form 2301, Part B
(Lenders Application f
Guaranty), Form 2301
Part C (Eligibility
Questionnaire). Speci
credit analysis
requirements basen
size of loan, new
business, debt service
coverage, or judgmen
or bankruptcy filings.

Full credit analysis by lend

using Forml4but not

submitted to SBA prior to
approvakorm 1920 (Part H
which requires abbreviate:

information. Lender is

delgated credit decision &
completechecklist which ig

submitted to SBAender
prepares and executes
Authorization.

Form 2301, Part B (Lenders Application for GU
Full credit analysis by lender but does not sub
SBA.

Form7: PLP Eligibility Checklist (same as PLP
If loan is not eligible for submission under delg
authority, lender completes Form 2301, Part G
(EligibilitQuestionnaire) instead.

Type of Loan

Shorterm (12 months) or l-ong
term loan (Nevolving features.)

Same as Standard 7(g

Same as Standard 7(a)

Same as Standard 7(a)

Loan Decision

SBA approves the loan for both
credit and eligibility.

Same as Standard 7(g

Lender is delegated the cif
decision and completes a
checklist for eligibility whig

SBA reviews.

Lender is delegated the credit decision and co
a checklist for eligibility whielains for possible
review by SBA

Target Processing
Time

Standard 7(&:business days
CLP: 3 business days

5 business days

1 business day

1 business day

Centralized
Processing

Yes. Standard 7{jd_oan Guarant]
Processing Cent&acramento,
CA and Hazard, KY.

Complete review of credit and
eligibility by SBA loan officers
CLP Same as Standard 7(a) ex
that SBA relies principally on

|l ender s analy
review by SBA.

Same as Standard 7(&
except that analysis b
SBAdoes not include
the review of any
supporting
documentation such g
financial statements b
instead relies principa
on the | en
along with credit scorg
resulting in shorter
review by SBA

Use of Hran Required

Use of Hran required. If a delegated submissi
once the Hran figls are completed and submitt
by the lender, the leraitirereceives approval frg
SBA as evidenced by a loan namibatoan is no
eligible for submission under delegated autho
lendewill benstructed to submit loan applicatio
packagelectronically to the Standard 7(a) Loal
Guaranty Processing Center.

E-tran Available

No, lender may submit by mail,
and email

Same as Standard 7(4

Use of Hran required.

Use of Hran igequired.

Maximum loan
amounts

General rule is gross maount
limited to3j000,000 per loan.
SBA guaranty amount limited tq
$3,750,000 to one borrower (an(
any affiliates).

Limited to $350,000

Same as Standard 7(a)

Limited Ta2$0,000

Percent of Guarant

85% for loans of $150,000 or le
75% for loans over $150,000

Same as Standard 7(4

Same as Standard 7(a)

Same as Standard 7(a)

Maximum Maturity

WCi 10 Years
F&F, M&E Useful life
Real Estafie25 years

Same as Standard 7(g

Same as Standard 7(a)

Same as Standard 7(a)

Maximum Interest
Rates

Prim&_IBOR Base Rate/SBA
Optional Peg Rat®.25% for
maturities under 7 years.
Prim&.IBOR Base Rate/SBA
Optional Peg Rat&.75% for
7years or more.

Rates can be higher by 2% for |
of $25,000 or less; and 1% fus I
between $25,000 and $50,000.

Same as Standard 7(g

Same as Standard 7(a)

Same as Standard 7(a)

Collaterdbolicy

Available collateral (liquidation
value) up to loan amount.

Same as Standard 7(&

Same as Standard 7(a)

Same as Standai@)

SBA GuaranBees

Maturity of 12 months or less =
0.25%
Maturities over 12 Months

Same as Standard 7(4

Same as Standard 7(a)

Same as Standard 7(a)
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Gross loan: $150,000 or less =
2.0% of guaranteed portion
Gross loan: $150,08700,000 =
3.0% of guaranteed portion
Gross loan: $700,061000,000 =
3.5% of guaranteed portion up
$1,000,000 PLUS 3.75% of the
guaranteed portion over $1,000
Ongoing guaranty fee 55

SBA Prepayment

Yes if term of loan is for 15 yeal

Same as Standard 7(&

Same as Standard 7(a)

Same as Standard 7(a)

Penalty more and prepaid in first 3.
Lender Agreement| All lenders must execute Form | Same as Standard 7(§ Same as Standard Play | .Same as PLP.
with SBA (and 750B for short term loans) Supplemental Agreement
CLPlenders must execute a which must be renewed e
Supplemental Guaranty Agreen| 2 years.
which must be renewed every 2
years.
SBAExpressExport Expressind Patriot Express
Attribute SBAExpresgest. 199 as a pilot; Export Expresest. 1998s a pilot; became Patriot ExpresRilot Loan Initiative

became permanent in 2p04

permanent in 2010

(est. 2007)

EligibilitiRestrictions

None Same eligibility requirements as
Standard 7(a).

Applicant musseloan proceedar an export
development activity.addition, applicant m
have been in operation, though not neces
exporting, for at least 12 momtiesss (1) the
applicantdés key per
demonstrated export expertise and substg
previas business experience, and (2) the |
processes the loan using conventional
commercial underwriting procedures and
not rely solely on credit scoring or credit m
to approve the loan

Applicant must be owned and controlle
percent or m®) by one or more of the
following groupgteranservicelisabled
veteranactive duty military participating
the militaryds Tr
(TAP), reservist or national guard mem
acurrenspouse of any of these groups,
widowe spouse of a service member
died while in service, or a widowed spq
a veteran who died of a secoicrected
disability.

BorrowrPortion of SBA
Application

Forml919. Rquires abbreviated
information and no exhibits.

Same as SBA Express

Sames SBA Express

Lender Portion of SBA
Application

Forml920 (A, B & Ceduires
abbreviated information and no exhib
Nopriorcredit review by SBA.

Same as SBA Express

Same as SBA Express

Target Processing Time

1 business day

1 business day

1business day

Centralized Processing

Lender retains application documentg
in its files and submits a request for S
approval by entering general informat
about the borrower and loan-iném E
(SBAOGs electronig
SBAOs iaevidened gy the
issuance of an SBA loan number.

Same as SBA Express

Same as SBA Express

E-tran Available

Use of Hran equired

Use of Hran equired

Use of Hran equired

Maximum loan amounts

Limited t0350,000 (gross) (including a
outstanding SBA Express, Communit
ExpressRatriot Expreasd Export
Expresfoans.)

Limited to $6,000 (gross)

Limited to $500,000 (gross) (including
outstanding SBA Expr€ssnmunity
ExpressPatriot Expreasd Export Expre
loans.)

MaximurRercent of Guaranty

50%

9% for loans 0350,000 or less.
75% for loans ov856,00Qup to $500,000

Same as Standard 7(a)

Maximum Maturity

Maximum 7 years for Revolving Lines
Credit including term out period.
Otherwise, same as Standard 7(a).

Generallyasne as SBA Expresgluding
general line of credit with term out period.
transactional line of credit, the maximum t
7 years and no disbursement may be mad
an export transaction where payment by tl
foreign buyer will occur after the maturity (
the loan.

Same as SBA Express

Maximum Interest Rates

Loans $50,000 or less: Prime +6.5%
Over $50,000: Prime + 4.5%

Same as SBA Express

Same as Standard 7(a)

Collaterdbolicy

$25,000 or less, no collateral require(
Over $25,000, lenders use same coll;
policies used their noiSBA guarantee;
loans.

Generallyasne as SBA ExpresEline of creq
over $25,000 is used to support the issuar
standby letter of credit, the line of credit m|
have collateral that will provide coverage f
least 25% of the issahdby letter of credit]

Same as SBA Express up to $350,000
$350,00Game as Standard 7(a)
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amount.

SBA Guaranfees

Same as Standard 7(a)

Same as Standard 7(a)

Same as Standard 7(a)

SBA Prepaymd?enalty

Same as Standard 7(a)

Same as Standard 7(a)

Same as Standard 7(a)

Other Fees Lender May
Charge

Same asonrSBA guaranteed loans wif
limited restrictions. (Ex. Renewal fees
not permitted.)

Same aSBAExpress

Same aSBAEXxpress

Lender Supplemental
Agreement

Same as Standard PplaySBAExpress
Supplemental Guaranty Agreevhésit
must be renewed every 2 years.

Same as Standard 7(a) plus Eymess

Supplement@8uarantygkeemenvhich must

be renewed every 2 years

Same as Standard PlapPatriot Expresg
Supplemental Guaranty Agreevhésit
must be renewed every 2 years.

Technical Assistance

None required.

Provided by the USEACs.

None required. However, SBA empha
its existing technical assistance progra
such as SCORE and the SBDCs as pd
the overall Patriot Expieiisitive.
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IV.  VARIOUS SPECIALIZED PROGRAMS
The following two charts describe various specialized programs and their requirements.
Applications for these programs cannotgoecessed under CLLIPLP, SBA Express or
the Pilot Loan Programsxcept for EWCP which may be processed PLP.
7(a) Loans
International Trade
Attribute International Trade LoBmogram (IT) Export Working Capital ProgréEwWCP)
Geographic Area Nationwide Nationwide

Borrow Portion of SBA Applicati

SBA Form 4 plus required attachments.

EIB SBA Form-84oint Application for Exorking
Capital Guaranteleis required attachments.

Lender Portion of SBA Applicati

Full credit analysis by lender on HorGubimitted to
SBA for its review prior to SBA approval. Additio
eligibility requirements must be met. Identified in
ElpibilityQuestionnaire (Standard 7(a) submission
Eligibility Checklist (BuBmission).

EIB SBA Form-84Joint Application for Export Wor|
Capital Guarantee plus required attachment

For PLP EWCP LendersSBIB Form 84Joint
Application for Export Working Capital Guarantee
required attachmer@8A Forml4SBA Form 1320
(Part B), and PERVCP Eligibility Checklist

Type of Loan

Longterm loan specifically for the acquisition,
constructiorgnovation, modernization, improveme
expansion of productive facilities or equipment to
in the United States in the production of goods an
services involved in internationgltoadénance deb
as allowed under Standard 7(a) anddogwapital

Working capital loan. May betshor{12 months or
less) or long term up to a maximum of 3 yeang dt
twoSBA loan prograthat is permitted to finance a
staneby letter of creqExport Express is the other.)

Loan Decision

Same as Standard 7(a) and PLP.

Same as Standard 7(a) and PLP.

Target Processing Time

Same as Standard 7(a) and PLP.

Same as Standard 7(a) and PLP.

Centralized Processing

Yes. Standard 7(a) Loan Gud&teotgssing Center
Sacramento, CA and Hazard, KY.

If submitted in conjunction withRUFEWCP then &
complete review of credit and eligibility by US Exg
Assistance Center (USEAC) SBA loan officers. U
located in multipledtions throughout the country
sponsored by the Dept. of Commerce.

For PLBubmissions, centralized processing in the
Sacramento LoBrocessing Center.

YesFor no#PLP submissionppéications are sent to
theUSEAC (located in multysketions throughout the
country) for a complete review of credit and eligib
USEAC SBA loan officEne. USEAC Loan Officer w
submit appropriate documentatiorSiatiard 7(a)
Loan Guararfyocessing Cent&acramento, CA an
Hazard, KY.

For PLBubmissions centralized processing in the
Sacramento Loan Processing Center.

E-Tran Available

No, lender may submit by mail, faxzaitl e

For EWCPpnlender may submitriajl, fax andreail
For PLEEWCP, use ofTEan required.

Maximum loan amounts

Gross loan amount limite8,698,000 per loan.
SBA guaranty amount limite§f36G5000 to one
borrower (and any affiliates). Hotievemount
guaranteed for wogkaapital for the IT loan combin
with any other outstanding 7(a) loan for working d
cannot exceed $4,000,000.

General rule is gross loan amount limg@®@0H0
per loan.

SBA guaranty amount limite§f36G5000 to one
borrower (and anyiafék).

Percent of Guaranty

9%

90%

Maximum Maturity

Same as Standard 7(a)

36 months

Maximum Interest Rates

Same as Standard 7(a)

No SBA maximum, but SBA monitors for reasona|

Collaterdbolicy

Generally, adt lien on the fixed assets financed w|
loan as well as other collateral avaiailever, a
second lien may be approved in certain cases if tl
adequate assurance of repayment of the loan. M
be pocessed PLP if a first lien is not taken.

First lien on export receivandsnventobeing
financedDther collateral may be considered.

SBA Guaranfees

(Multiply percentage times
guaranteed amount, not gross
amount.)

Same as Standard 7(a)

Same as Standard T¢ashosterm loangl/4 of 1% fo
loans under 12 montHsgissueds a new loan for ar|
additional 12 months, the-shrontguaranty fee appli
Ifmaturity isxtended beyond 12 months, thelamg
guaranty fee will apply.

SBA Prepaymdenalty

Same as Standard 7(a)

Not applicable due to short term nature of loan.

Lender Agreements with SBA

All lenders must execute Form 750

All lenders must execute Forpf-@6@ 750 B for sho
term loanand Form 750EX_P Lenders: Suppleme
Guaranty Agreement that is renewed every 2 yea
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7(a) LOANS
CAPLines
Attribute Working Capital Contract Seasonal Builders
CAPLines CAPLines CAPLines CAPLines
Geographic Area Nationwide Nationwide Nationwide Nationwide

BorrowrPortion of
SBA Application

NondelegateBame as
Standard 7(a)
PLP: SBA Form 1919

Nondelegate8ame as
Standard 7(a) PLigst
provide a project cost
schedule for each contrg
to be financed.

PLP: SBA Form 1919 Pl
the project cost schedulg
for each contract to be
financed.

Nondelegatedame as
Standard 7(a) PLUS
historical financial
statements that
demonstrate a seaab
financing pattern.

PLP: SBA Form 1919 Pl
historical financial
statements that
demonstrate a seasonal
financing pattern.

NondelegatedBame as
Standard 7(a) PLUS

- demonstrate successfy
performance on similar t
construction PLUS

- produce cash flow
projection for project to K
financed.

PLP: SBA Form 1919 Pl
two items noted above.

Lender Portion of S§

NondelegateBame as

Nondelegatedame as

Nondelegatedame as

NondelegatedBame as

Application Standard 7(a) Standard 7(a) Standard 7(a) Standard 7(a)
PLP: SBA Form 1920SX PLP: SBRAorm 1920SX | PLP: SBA Form 1920SX PLP: SBA Fort820SX
Parts B and C. Parts B and C. Parts B & C. Parts B & C.

Unique Eligibility Must sell on credit and | Contract must permit len 30day zero balance eac| Borrower must have

Requirements

createaccountseceivable
not notes receivable

to obtain an assignment
proceedsSome exceptior]
may applgsee ch.7 of thig
subpart)

year is required.

previous building
experience of the same
type. Speculative buildi
but with documentation {
support likelihood of sale

Type of Loan

Revolving Line of Credit
finance shetérm WC
needs of the Borrower

Financeallcosts
associated wipecific
contraés), but not profit
May be revolving.

Finances seasonal WC
needs. May be revolving

Finances direct costs
associated with building
commercial or residentig
structure for sale.

Loan Decision

NondelegateBBA
approves the loan for bo
crediand eligibility.

PLP: Lender is delegate
credit decision and
completes a checklist for
eligibility whidtretains for
possible review $BAat a
later date

Same a¥Vorking Capital
CAPLines.

Same a¥Vorking Capital
CAPLines.

Same a¥Vorking Capital
CAPLines.

Target Processing
Time

Nondelegated business
days.PLP: 1 business dg

Same as Working Capita
CAPLines.

Same as Working Capitg
CAPLines.

Same as Working Capitg
CAPLines.

Centralized
Processing

Yes.Nondelegated:
Standard 7(a) Loan
GuarantiProcessing
Center Complete review
credit and eligibility by S
loan officers

PLPYes. Sacramento, G
(SLPC).

Same as Working Capitg
CAPLines.

Same as Working Capitg
CAPLines.

Same as Working Capitg
CAPLines.

E-tranAvailable

Nardelegatedender may|
submit by mail, fax and €
mail

PLP: Use oftEan
required.

Same as Working Capitg
CAPLines.

Same as Working Capitg
CAPLines.

Same as Working Capitg
CAPLines.

Maximum loan
amounts

Same as Standard 7(a).

Same aStandard 7(a).

Same as Standard 7(a).

Same as Standard 7(a).

Percent of Guaranty|

Same as Standard 7(a).

Same as Standard 7(a).

Same as Standard 7(a).

Same as Standard 7(a).

Maximum Maturity

10Years

10Years

10Years

5 Years

Maximurinterest
Rates

Same as Standard 7(a)

Same as Standard 7(a)

Same as Standard 7(a)

Same as Standard 7(a)

Collaterdbolicy

Istlien on working/trading
assets (A/R, inventory) g
if not using a borrowing
base certificate additiong
collateral to ensuré
collateral ratio

Assignment of contract
proceedsSome exceptior

may apply.

First lien on seasonal
Inventory and Recelgab

No less than a second lig
on real estate project.

SBA Guaranfees

Same aStandard 7(a)

Same aStandard 7(a)

Same aStandard 7(a)

Same aStandard 7(a)

SBA Prepayment
Penalty

N/A

N/A

N/A

N/A

Lender Agreements

All lenders must execute

Same as Working Capitg

Same as Working Capitg

Same as Working Capitg
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with SBA

Form 750 & 750B (short| CAPLines.
term loanglusPLP
lenders must have
Supplemental Guaranty
Agreement for PLP

CAPLines.

CAPLines.
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SPECIAL PURPOSE LOANS

Certain special purpose loan programs are subject to separate or special funding under
SBAOGs .budget

A. Community Adjustmet and Investment Program (CAIP)

CAIP was established in 1993 to assist U.S. companies doing business in areas of the

country that have been negatively affected by the North American Free Trade
Agreement (NAFTA).CAIP loans allow for theeimbursementf the guaranty fee
on eligible 7(a) loans.

1.

Eligibility

To be eligible for CAIP, the small business must reside in a county, or a defined
area within a county, noted as being negatively affected by NAFTA based on
job losses and the unemployment rate of thento There is also a job creation
component of one job created for every $70,000 oftlaanteegbortion of the
7(a)loan.

Eligible CAIP Communities

To find out ifthe business im an eligible area, go tie listing of the counties
atwww.sba.gowat All CAIP. This listing is updated several times a year.

Debt Refinancing under CAIP

a) No more than 49% of loan principal made available under CAIP may be
used to refinance existing lostgrm debt (i.e., debt with a remaining term
of more than 24 months) or to finance a change of ownership.

b) For purposes of this limitation, the followingeamot considered to be
long-term debt refinancing and, accordingly, are not subject to the
limitation:

(1) Converting shorterm debt (i.e., debt with a remaining term of 24
months or less) to loAgrm debt;

(2) Converting interim debt (i.e., a bridge loan) tadderm debt;
(3) Converting line of credit or revolving credit debt to letegm debt;

(4) If the debt was incurred to open a new facility, expand operations at
an existing facility, enter new
competitive position;

(5) Bringingtrade payables to a current status or buying out a factor;
and

(6) A change of ownership (e.g., acquisition, merger or consolidation)
that is essential to sustain the existence of the business.

Application Process

Once the 7(a) loan is approved by SBA (aslewced by an SBA loan number),
the lender must submit a completéatrm 2021to the Standard 7(a) Loan
Guaranty Proessing Center (LGPC). The LGPC will review the form anidl, if
meets all eligibility requirementsvill forward it to the Office of Financial

ma

AssistancgOFA). I n addition to t haecommgmpl!| et ed

information must reflect that the guaranty fee has already been(f&id.CAIP
request is for reimbursement.
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OFAthenprepares a package to be submitted to and considered by the CAIP
Finance Committee, which is comprised of officials from the Depatsra#n
Agriculture and Treasury and the North American Development Bank.

If the CAIP Finance Committee approves the application, SBA will refund the
guaranty fee to the lender who, in turn, refunds any fee paid by the borrower to
the borrower. (Note: Ae CAIP Finance Committee meets infrequently, and
funds for this initiative are limited and may not always be available.)

B. The following special purpose loan programs as of the date of this SOP are not
funded:

1. Disabled Assistance Loan (DAL)

Loan Program foLow Income Individuals

The Veterans.oan Program (not to be confused with Patriot Express
The 8(a) Participant Loan Program

Defense Economic Transition Loan Program

6. Defense Loan an@lechnical Assistance (DELTA)

arwbd

Check with the local SBA field office, the Standard 7(a) Loan Guaranty Processing
Center (LGPCpr the Sacramento Loan Processing Center (Sk®€ge if these
programs have been funded and are available.

VI. DEFINITIONS APPLICAB LE TO THE 7(A) LOAN PROGRAMS

The definitions applicable to the 7(a) loan programs are set forth in 13 CFERand
120.10.
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CHAPTER 2: ELIG IBILITY FOR 7(A) GUA RANTY LOAN PROGRAM

INTRODUCTION

This section discusses the steps necessary to determine if a Small Business Applicant is
eligible for an SBA guaranteed loare eligibility issues that apply to the lender or the
structure of the loan are discussed elsewhere.

Eligibility should be determined as early in the loan making process as poEséle.

small business natl meet the eligibility requirements at the time of application and, with
the exception of the size standard, must continue to meet these requirements through the
closing and disbursement of the loan.

A Standard 7(a) Eligibility Checklistas been created to assist those lenders that do not
have delegated authority to identify eligibility issuesr delegated lenders, an Eligibility

Checklist must be completed (uAnleawmgdeoft he | e
one of these chétists is theEligibility Information for Preferred Lender Participation
(PLP) Loans

Il. SUMMARY OF ELIGIBLIT Y REQUIREMENTS

A. The Small Business Applicant must3(CFR 120.100
1. Be an operating business;
Be organized for profit;
Be located in the United States (includes territories and possessions);
Be small (as defined by SBA); and
5. Demonstrate a need for the desired credit.

B. Lender must certify that credit is not availablsesthere on reasonable ternts3 (
CFR 120.10}

C. The Sm# Business Applicant must show that the funds are not available from
alternative sources, including personal resources of the principal§HR 120.10p

D. The following businesses are not eligibl&€3 CFR 120.110
1. Nonprofit businesses (for profit subsidiaries are eligible)

2. Financial businesses primarily engaged in the business of lending, such as
banks, fimnce companies, and factors;

3. Passive businesses owned by developers and landlords that do not actively use
or occupy the assets acquired or improved with the loan proceeds (except
Eligible Passive Companies);

4. Life insurance companies;
5. Businesses located aforeign country (businesses in the U.S. owned by aliens

may qualify)

6. Pyramid sales distribution plans;

7. Businesses deriving more than @h&d of gross annual revenue from legal
gambling activities;

8. Businesses engaged in any illegal activity;

»wnN
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10.

11.

12.

13.

14.

15.
16.

17.

18.
19.

Private clbs and businesses which limit the number of memberships for
reasons other than capacity;

Governmenbowned entities (except for businesses owned or controlled by a
Native American tribe);

Businesses principally engaged in teaching, instructing, counseling
indoctrinating religion or religious beliefs, whether in a religious or secular
setting;

Consumer and marketing cooperatives (producer cooperatives are eligible);
Loan packagers earning more than one third of their gross annual revenue from
packaging SB loans;

Businesses with an Associate who is incarcerated, on probation, on parole, or
has been indicted for a felony or a crime of moral turpitude;

Businesses in which the lender or any of its Associates owns an equity interest;
Businesses which preseivd performances of a prurient sexual nature; or

derive directly or indirectly more th&®o of theirgross revenue through the

sale of products or services, or the presentation of any depictions or displays, of
a prurient sexual nature;

A business or applicant involved in a business which defaulted on a Federal
loan or Federally assisted financing resulting in a loss to the government. A
compromise agreement shall also be considered a loss;

Businesses primarily engaged in political orldgimg activities; and

Speculative businesses (such as oil wildcatting).

II. ELIGIBILITY REQUIREM ENTS
A. The Small Business Must be Organized for Profit.

1.

All small business applicants must be organized for pitééitrprofit
businesses are not eligible for SBA business loan assistance.

For-profit businesses owned by a Rrprofit business are eligible if they meet
SBAG6s ot her el i ghehadnprdfittaffiliate reugt bbd incladexce nt s .
in the calculation of the size of the businddss may result in a determination
that the forprofit entity is not considered small by SBA size standards and
therefore not eligibleln addition, if the nosprofit affiliate owns 20 percent or
more of the fomprofit business but cannot or will not guarantee the loan, the for
profit business is not eligible for SBA assistari€éie loan proceedare used

for the benefit of the neprofit rather than the feprofit business, the fgprofit
business is not eligible.

Documentation that may be reviewed to determingfofit status:

a) Articles of Incorporatior filed with Secretary of State or similar
department in the state where the applicant is organized or conducts
operations;

b) Articles of Organization (for a Limited Liability Corporation (LLC))

filed with Secretary of State or similar department in the state where the
applicant is organized or conducts operations;
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c) Corporate ByLaws and any amendments;
d) PartnershigAgreements;

e) Association Bylaws; and

f)  Tax Returns.

B. The Applicant Must Be Small Under SBA Size Requirem€misCFR Part 121

1.

The applicant business alone (without affiliates) must not exceed the size
standard for the industry in whichetlapplicant is primarily engaged AND the
applicant business combined with its affiliates must not exceed the size standard
designated for either the primary industry of the applicant alone or the primary
industry of the applicant and its affiliates, whigkeis higher.Affiliation

exists when one individual or entity controls or has the power to control another
or a third party or parties controls or has the power to control both. SBA
considers factors such as ownership, management, previous relasomghip

or ties to another entity, and contractual relationships when determining
whether affiliation exists. The complete definition of affiliation is founti3at
CFR121.103(See also, 13 CFR21.107and121.30)

The applicable size standards are increased #yvden the applicant agrees to
use all of the financial assistance withilabor surplus awe Labor surplus
areas are designated by the Department of L&b8rCFR 121.301(e))

For most retail businesses, the applicant and its affiliates cannot excéed $
million in gross sales averaged over the last 3 fiscal years.

For most wholesale businesses, the applicant and its affiliates cannot have more
than 100 employees.

For most manufacturing businesses, the applicant and its affiliates cannot have
more than 500 employees

The applicant business may qualify under either the industry size standards
discussed above or the alternative size standardjudidy under the
alternative size standard, the applicant business mest the following

a) The maximum tangible net worth of the applicant is not more than
$15,000,000ard

b) The average netincome after Federal income taxes (excluding any carry
over losse) of the applicant for the 2 full fiscal years before the date of
the application is not more than $5,000,000

When size status of an applicant is determined: (13 CHR302)

a) The size of an applicant for SBA financial assistance is determined as of
the date the application for such financial assistanaedaspted for
processg by SBA.Changes in the size of the business subsequent to the
applicable date when size is determined will not disqualify an applicant
for assistance.

b) If the Small Business Applicant is an existing business and is using the
propo®d loan proceeds to acquire another business, the sizes of the two
businesses are combined to determine if the application is size eligible.
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c) Forapplications processed under a legslelelegated authorityP(P,
SBA ExpressExport Express, Patri@xpress, etc,)size is determined as
of the date of approval of the loan by the lender.

8. Formal size determinatior{$3 CFR121.303

a) By signing the application, a small business applicant is deemed to have
certified that it is small under the applicable size stan&Bé\ or lender
may request additionalinor mat i on concerning the a
on informdion supplied in the application or any other soufcereferred
lender or SBA Express lender may accept as true the size information
provided by an applicant, unless credible evidence to theargmns
apparent.

b) Prior to denial of eligibility based on size, a formal size or affiliation
determination may be requested by a small business applicant, the SBA
loan application processing office or a lenddre request must be made
to the Government @htracting Area Director serving the area in which
the headquarters of the applicant is located, regardless of the location of
the parent company or affiliates.

9. Review of Franchise/License/Dealer/Jobber or Similar Agreements

The discussion in this secti@pplies to franchise agreements, license
agreements, dealer agreements (with the exception of dealer agreements from
new car manufacturers which are not reviewed for eligibility), jobber or similar
agreementsA finding that the agreement is acceptable uther this section

means that the agreement does not impose unacceptable control provisions
on the Small Business Applicant which would result in affiliation. The fact

that the agreement is acceptable does not mean that the Small Business
Applicant is eligible.

Franchisedevelopmentgreementgoftenreferred to as Master Franchise
Agreements) are ineligible as they have been determined to be inherently
speculative and are considered to be passive investments. Development
agreements may include, but are not limited to: (a) agreements which provide
thedeveloper a geographic area with which to grow additional franchise units;
and (b) agreements where the develop
payments of each franchise unit in t

er
he
Franchise development agreemts should not be confused with area
development rights within a franchise agreement, which allow a specific
franchisee to operate a number of franchises within a specified geographic area.
An agreement containing area development rights may be eligibt®@mplies
with the guidance in this section.
a) Affiliation can exist through:
(1) Common ownership,
(2) Common management,
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(3) Excessive restrictions upon the gabmsferof the franchise interest,
or

(4) Control by a franchisor either directty through an affiliated entity
or agent such that the franchisee does not have the independent right
to both profit from its efforts and bear the risk of loss commensurate
with ownership. (13 CFR21.103 (i)

b) Review

SBA requires, in all cases, a determination as to whether affiliation exists

when the apptiant has or will have a Franchise/License/Dealer/Jobber or

similar relationship Regardless of the title of the agreement, if the
franchisor/licensor/dealer/jobber, epcovides a product or service that is
critical to the Smakskop&atigniamdorss Appl i
provides a trademark critical to the

operation, then the agreement and any related documents must be
reviewed.

c) Review and determination must be conducted by:
(1) SBA--for all loans processed through th&PC, including CLP

(2) Lender-for PLP, SBA Express, or any other expedited processing
method

(3) In all cases, the Franchise/License/Dealer/Jobber or similar
agreement, including any amendments and/or atidea must be
executed by all parties prior to first disbursement

d) Franchise Information Assistance

Lenders must go thttp://www.sba.gov/content/franchi$i@dingsto
check the SBA Franchise Fimgjs List for information with respect to a
specific Franchise/License/Dealer/Jobber or similar agreement to review
specific findings and seetifiere have been any findings for a particular
Franchise/License/Dealer/Jobber or similar agreement, which ihgtie
Agreement, would make the Agreement ineligibleenders may also
contact SBA afranchise@sba.gaw request statistical information on
SBA lending to a specific franchise operatidrhis mailbox is not
designed to evaluate franchise material, so lenders should not send
franchise documents to this mailbox for review.In addition, lenders
may contact SBA counsel in the District Office or the SBA Franchise
Counsel for specific questions regarding eligibility determinations.

e) Reqgistry of approved franchise/license/dealer/jobber or similar agreements

To facilitate the relew of these agreementbge Franchise Registry

( A Re gi s franghige)agréements that have bapprovedoy SBA
Lender must ensure that the documents with the loan application are the
same as the documents listed on the Registry.

Lenders must fotiw the procedures set forth below to determine franchise
program eligibility for a loan application.
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(1) Checkwww.franchisereqgistry.cono determine if the agreement is
listed.

(@) Process to determinelifsted onRegistry

Lender must | og into the Lenderd
of the Franchise Registry using their password. Upon logging

I nto the Lendero6s section, | ende
franchise system in the Search Box to determine if a specific

franchise system has been listed on the Registry.

If the franchise system is not listed, lender should follow the
procedure under (b) below.

If the franchise system is listed, lender should click on the plus
(+) box to determine if the specific year @dfive date) of the
Agreement has been listed. Agreements have been organized
into loan folders.

If the specific year of the Agreement is not listed as a loan
folder, lender should follow the procedure under (b) below.
(Lenders are no longer able to wlse generic Certification of
No Material Change Form.)

If the specific year of the Agreentan listed as a loan folder,

lender should open the loan folder. Lender should then click

on AView Agreement Detail o to re
of the sgcific Agreement. Lender should review the

Agreement Application Summary page for the following

information:

(i) Determination Date (Approval) of the Agreement;
(i) Addendum required; and
(i) Specific Eligibility Notes (formally Footnotes).

Lender should return to the Loan Folder to print the
Certification of Franchise Documents.

In order for a franchise agreement to be eligible under the
Franchise Registry the |l endero6s

() Executed franchise/license/daglebber Agreement and
any approved attachments and exhibits;

(i) Executed Addendum (if required);
(i) Executed Certification of Franchise Documents; and
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(iv) Compliance with any required eligibility notes.

(b) Not Listed on Registry

(i)

(ii)

(iii)

If the Agreement is not listed on the Registry, a review
must be made of the Agreement and all related
documents.

Lendersmust consult the franchise findings list at
http://www.sba.gov/content/franchid@dingsto see if
there have been any findings for a particular
Franchise/License/Dealer/Jobber or similar agreement
which if still in the Agreement, would makiee
Agreement ineligible. The information provided by the
SBA Franchise Findings List shoub@ used by Lenders
to ensure they are making informed eligibility
determinations. Lenders should consult the findings list
under the Afix avail abl eo
remedy the specific issues noted on the findings list

If an Agreenenthasno negotiated fix available and the
noted findinggemain in the
Franchisé.icense/Dealer/Jobber or similagreement,
then theAgreement should be determined tarmdigible.
Lender may contact the SBA Franchise Counsel for
additional guidance

(2) Affiliation Issues to Consider

The following are examples of common situations that should be
examined to determine if affiliation exists.

(& Control

The provisions of the Agreement may not:

(i)
(if)
(iii)

(iv)

(V)

cat

Set the Applicantdés net profi-t

Require thgpayment of excessive
Franchise/License/Dealer/Jobber, etmtinuing Ees

Directly control the applicant

hiring or terminating (unless under a short term-step
agreement);

Require the Applicant to deposit receipts@renues into

an account which Franchisor/Licensor/Dealer/Jobber, etc.

controls, or from which withdrawals may be made only
with Franchisor/Licensor/Dealer/Jobber, emnsent
(whether or not a fee is charged to the franchjsee)

Include an optiontoparh as e t heperaopgh| i cant 0

property upon expiration or breach of the Agreement,
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where the Franchisor/Licensor/Dealer/Jobber,lets.the
ability to control the price at the time of purchésght

of first refusal is allowed provided it is on commaityi
reasonable terms)

(vii All ow the hiring of the applic
Franchisor/Licensor/Dealer/Jobber, etc. (in the temporary
personnel industry, consider temporary employees hired
by the franchisee to be employees of the franchisor); or

(vii) Require that the billing activities for the applicant be
handled by the Franchisor/Licensor/Dealer/Jobberpetc.
Third Party chosen by the
Franchisor/Licensor/Dealer/Jobber,.etc

(viii) Require the franchises EPC owneto sell their real
property(or lease}o the franchisor upon expiration or
breach of the Agreemen(This type of provision can be
found in the Agreement itself or recorded against the real
estate as a purchase option or deed restriction.)

(ix) Include a Right of First Refusal on a partial transfie
ownership within a franchise entity.

(b) Leasing from Franchisor/Licensor/Dealer/Jobber, etc.

During the term of the SBAuaranteed loan,
Franchisor/Licensor/Dealer/Jobber, etay not terminate any
Real Estate Lease unless an uncured default hasredawnder

the terms of the Real Estate Lease or the Franchise Agreement.

(c) Transfer

Any transfer provision which requires a

Franchisor/ Licensor/ Dealer/ Jobbe
AConsent must not be unreasonabl
equivalent SBA will not infer this ino a FranchiseAgreement.

Reasonable Business Judgment is not an acceptable standard.

(d) Termination

A Franchisor/ Licensor/ Deal er/ Job
without cause does not confer upon it power to control the
applicant ad is not an indiation of affiliation.

(e) Independent Contractor

Franchisor/Licensor/Dealer/Jobber, etnd applicant must
maintain an Independent Contractor Relationship.

Example:lnsurance Agenta/ho sell policies issued by one
insurance company have been found to be independent
contractors when the Agents performed their services at their
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own business locations and paid all of the expenses of
maintaining their own offices.

Insurance Industry

Based on the Industry standard established by the Insurance
Agency, it is common practice for the franchisor to own the
Insurance Policies as well as receive the payments on the
policy. This type of arrangement, by itself, does not create
affiliation.

Fitness Industry

Fitness centers that appear to cater to one gender but have a
policy that allows both men and women to use the facility must
submit the following additional documentation with the loan
application:

() Affidavit that men and women are alloweduse the
facility; and

(i) Diagrammed layout of the facility clearly showing two
separate bathrooms/changing rooms.

Gasoline Industry

Based on the Industry standard established by the Gasoline
Industry, it is common practice for the oil company to install a
credit card system to provide for payment of gasoline products.
This type of arrangement, by itself, does not create excessive
control or affiliation.

Most Dealer Agreements are for a term of three years with
limited or no renewal termén situations viaere a gasoline
supplier is leasing the real property to the dealer, the Petroleum
Marketing Practices Act controls and contains detailed
provisions on the authority and procedure for non renewal or
termination. This type of lease arrangement, by itsekscot
place inappropriate control in the oil company/dealer.

(i) Eligibility Determination The eligibility determination
for all Gas Station Loans must include a review of the
relevant documentsThe documentation associated with
Gas Station Loans is voluminous, compéex frequently
contairs provisions tha{l) enable awil company or
anothemon-smallPerson to exert significant control over
the small businedsan applicant resulting in affdtion
(13 CER 121.108 (2) have a significant negaé impact
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on the marketability and collateral value of the Property;
and (3) impair the applicant's repayment ability.
Therefore, all'Relevant Documentsnust be reviewed to
determine whethasingle provision obased orthe
"totality of the circumstazes" (3 CFR 121.103(a)(p)
execution of the Relevaitocuments by the small
business would renderirteligible for SBA financial
assistance.

(@) Relevant Documentdg~or purposes of this
paragraph, the term "Relevant Documents" includes
but is not limited to 1) the report containing the
preliminary result®f a search of the title to the
Property including the documents listed in the
abstract of title (hereafter the "Title Report?) (
the small business concernd
agreemenand convenience store franchise
agreementif any, and 8) if theloan is to purchase
the Property, all purchase and sale documents
including the exhibits, addendums, amendments,
etc., (hereafter the "Purchase and Sale
Documents").While titles vary, examples of
Relevant Documents that must be reviewed include:
the RehEstate Sale Agreement; Terms and
Conditions of Sale Contract; Escrow Instructions;
Escrow Agreement; Franchise Agreement; Contract
Dealer Gasoline Agreement; Branded Reseller
Agreement; Memorandum of Gasoline Agreement
for DealerOwner, Franchise®peraed Facility;
Branded Gas Sales Restriction and Covenant;
Special Warranty Deed; Bill of Sale; Use
Restriction Addendum; Right of First Refusal
Agreement; Repurchase Option; Subordination
Agreement; Environmental Release; Environmental
Declaration; Environmantal Matters, Remediation
and Indemnification Addendum; and Site Access
Agreement.

(b) Subordination is not sufficient to overcome the
unacceptable resultd objectionable provisions that
are of record or to be recorded. This is because to
clear the title SBA's lien would need to be
foreclosed and doing so would prevent the small
business concern from selling the gas station as a
going concern and significantly diminish SBA's
recovery in the event of default.

(c) Examples of Unacceptable Document Review
Findings:
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(i)

(ii)

SOP 50 10 5(D)

Affiliation. Provisions irnthe Relevant
Documents that give an oil company or
another norsmall Persomsignificant control
over the small business applicané not
acceptable(Seel3 CFR 120.100 (d)
Examples includeg(1) Purchase or
Repurchase OptiondPurchase or repurchase
options that allow anil company or other
Person to acquire the small business concern's
primary business asset (e.g. real estate) if the
small business concern violates a condition,
covenant, restriction or other provision.
(Distinction A "purchase option" is different
from a "right of first refusal”. A right of first
refusal that allows an oil company or other
Person to match a third party's offer is
generally acceptable to SBABlease note

that a right of first refusal on a partial transfer
of an interest in the smallibiness concern is
NOT acceptable(2) Deed/Use Restrictions.
Provisions that give an oil company or other
Person the right to record deed or use
restrictions that enable the oil company or
other Person to control the use of the Property
thereby preventig the small business owner
from fully benefiting commensurate with
ownership. Note thatcertaindeed restrictions
pertaining to the use of the property, which are
intended to protect the health and safety of
occupants, may be acceptable. Examples of
uses in deed restrictions based upon
environmental concernghich may be
acceptablenay includeresidential use, usesa
adaycare centefor children or seniotuse

as aschool, or use as a hospital

Significant Impairment of Collateral Value or
Repayment Ability Provisions in the
RelevantDocuments that impose
requirements, restrictions or consequernhas
could significantly impair (1) the collateral
value and marketability of the Property or (2)
the small business concern's repayment ability
are not acceptable. The fact that the collateral
will consist solely of personal property, such
as buildings and trade fixtes located on

leased land, is irrelevant since they would
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ordinarily be sold irplace in the event of
foreclosure, e.g., a carwash, rmmart, or fuel
pumping equipmentExamples include (1)

Deed restrictions, covenants, easements,
reversionary interésand other provisions that
restrict the use of the Property for the benefit
of the seller, an oil company, or any other
Person such as those that restrict the brand of
fuel that can be sold on the Property or require
subsequent owners of the Property to
indemnify an oil company or other Person;
and(2) Engineering Controlthat require the
small business concern or subsequent owners
to install costly devices or structures such as
extraction wells or subsurface barrier walls
prior to constructing a buildg, remodeling,

or otherwise improving the Property.

(i) Alteration of SBA/Lendero
Remedies or ResponsibilitieRrovisions in
the Relevant Documents that alter SBA or
Lender's legal rights, remedies or
responsibilities or impose additional th are
not acceptableExamples includ@rovisions
that require SBA_enderto: (1) Release or
Waivetheir legal rights, remedies or claims
against the sellegn oil company or other
Personf2) Subordinate the SBA/Lender lien
(3) Indemnifythe selleran oil company or
any other Persorf4) Notice Provide the
seller, an oil company or any other Person
with special notice of default or foreclosure;
or (5) ForbearanceProvide the oil company
or another Person with an exclusive period of
time in which todecide what action to take
before SBA/Lender can initiate liquidation
activities in the event of default on the SBA
loan

ff Questions on SBAOGs Franchise Policy,
Appeals

(1) Questions on SBAOGs Franwmlcase Pol i c
field counsel, center counsel, or SBA Senior Franchise Counsel.

(2) Lenderghatbelieve that a franchise decision that has been rendered
by SBA is inconsistent with this SOP may appeal the decision by
forwarding a copy of the decision, along withexplanation of how
the determination is perceived to be inconsistent with this SOP to
FranchiseAppeals@sba.gdwanchise appeals will be reviewed by
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the SBA Franchise Committee comprised of OGC attorneys
appointed by the Associate General Counsel forrfeiiah Law &
Lender OversightThe Associate General Counsel Famancial Law
& Lender Oversight wilfretain the authority to overrule decisions
rendered by the SBA Franchise Committee.

C. The Small Business Applicant Must DemonstieaMeedfor a Guarantyon the Loan.

1.

The Small Business Applicantds need f or
ACr edi t TEd sSteevairpmose ®f the Credit Elsewhere test is to

determine if the Small Business Applicant along with its principals have the

ability to obtain some or all of the requested loan funds from alternative sources
without causing undue hardshig3(CFR 120.1011

The lender must determine that:

a) The Small Bumess Applicant is unable to obtain the loan on reasonable
terms without a Federal government guaranty, and

b) Some or all of the loan is not available from any of the following sources:
(1) The resources of the applicant business; or
(2) The personal resources bgetprincipals of the applicant business.

If some or all of the loan applied for is otherwise available on reasonable terms
from any of these sources, the loan application must be reduced or declined.

The lender must substantiate the factors that prekeritnancing from being
accomplished without SBA support and retain the explanation in the Small
Busi ness A pTPhefiecenashcoriagdodumentationhatspecifically
identifiesthe factors in the present financing that meet the Credit Elsewhe
Test.

Acceptable factors that demonstrate an identifiable weakness in the credit or
exceed policy limits of the lender include, among others:

a) The business needs a |l onger maturity
example, the business needs a libet is not on a demand basis);

b) The requested | oan exceeds either th
limit regarding the amount that it can lend to one customer,

c) The I enderés |liquidity depends upon
loan on thesecondary market;

d The coll ater al does not meet the | en

e) The I enderodés policy normally does no
businesses in the applicantés indust

f)  Any other factors relating to the credit that,inthe nder 6 s opi ni on

be overcome except for the guarantjhese other factors must be
specifically documented in the loan file.

Unacceptable factors include:

a) To address the | enderds Community Re
or

b) To refinance debtleeady on reasonable terms.
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6. The lender must certify that credit is not otherwise available by signing the
Lender Official block on the appropriate application form.

7. Utilization of personal resource&s part of the credit elsewhere test, SBA
requires theersonal resources of any owner o%@20r more of the Small
Business Applicant be reviewgd.3 CFR 120.10p

a) The rule also applies to each person when the combined ownership of the
spouses and dependent children %20 more.

b) If the Small Business Applicant is owned by a Trust, the rule applies to the
Trustor. All donors to the trust will be deemed to have Trustor status for
eligibility purposes.

c) The utilization of the personal resources rule does not apply to the
business resources of an associate or affiliated business.

d) Once itis determined that amdividual owner is subject to the utilization
of personal resources rule, his or her percentage of ownership has no
effect on the amount of the required injection.

8. Personal Resource$ Spouses and Dependent Children

a) The SBAdsnb progr ams-PugposaCredity as fiSpe
Programso under t heAE@GEOQOA).Thi€Er edi t Opp
regulation stipulates that information pertainingth e appl i cant 6 s
status, sources of personal i ncome,
financial resources can be obtained and considered in determining
program eligibility.Therefore, the lender has the right to obtain the
signature ofanappicnt 6 s spouse (whether an owr
not) or other person on an applicatmmcredit instrument if it is required

by Federal or State law

b) Unless there is a legal impediment to access the personal resources of the
spouse, such as those hbidan independent trustee of an irrevocable
trust, the applicant is presumed to have access to the personal resources of
his/her spouse and minor childrd@ine personal resources of close
relatives (excluding spouse and dependent children), includingexnild
above the age of majority, living in the household are not considered to be
available to the applicant for injection into the business.

c) SBA or the lender can require injection of the available personal resources
of the individual s minor chil dren.

d SBA or the | ender cannot require the
resources, but can determine that the applicant is ineligible because of
access to personal resources.

9. Liquid Assets

a) Only liquid assets are subject to being ingelcinto the projedithis
includes liquid assets held in a revocable trustuid assets include:

(1) Cash;
(2) Certificates of deposit;
(3) Marketable securities and bonds;
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(4) Cash surrender value of life insurance; and

(5) Similar assetd.enders should consider carlijuthe transfer of
assets or other actions of the applicant to avoid compliance with the
intent of this provisionAt a minimum, liquid assets transferred by
applicants within 6 months of application for SBA assistance will
not be exempt.

b) Liquid assets doot include:

(1) Closely held nommarketable stocks or bonds;

(2) Individual retirement accountfRAs), 401(k), 403(b), Keoghs, or
other established retirement accounts subject to withdrawal
restrictions or penalties; Health Savings Accoutateadvantaged
Educational Saving#ccounts such a$29 accountsand other
similar assets;

(3) Equityin real estate or other fixed assets; or

(4) Assets pledged as security on debt obtained over 6 months prior to
the loan applicationThe dollar value of the pllged liquid assets
that exceeds the amount of the debt being secured is considered a
liquid asset.

10. Utilization of Personal ResourcBsile (13 CFR 120.10p
a) The lender must determine the ovedalllar value of the allowable
exemption, which is defined as the amount of personal resources that do
not have to be injected into the businddse allowable exemption is

determined on the basi sThefotalt he fitot a

financing packag includes the SBA loan, together with any other loans,

equity injection, or business funds used or arranged for at the same
general time for the same project as the SBA loan.

b) If the total financing package:

(1) Is $250,000 or less, the exemption is two titiestotal financing
package or $100,000, whichever is greater;

(2) Is between $250,001 and $500,000, the exemption is one and one
half times the total financing package or $500,000, whichever is
greater; or

(3) Exceeds $500,000, the exemption is one times thkfitedacing
package or $750,000, whichever is greater.

c) Once the exemption is determined, it is subtracted from the liquid assets.

If the result is positive, that amount must be injected into the project.

d) Liquid assets required to be injected into the tess under the utilization
of personal resources rule cannot be pledged as an alternative to injection.
e) SBA or the lender may require additional capitalization beyond that
required by the utilization of personal resources rule.

11. Determining the Amount ohe Allowable Exemption
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Lenders must use the following procedures to make, as of the date of the loan
application, a written determination of the allowable exemption which must be
kept in the file, available for SBAOGS

a) Carefully review the personal financial statements required from the
owners of 20% or more of the equity of the business (including the
resources of spouse and dependent children);

b) Determine the value of the liquid assets subject to the rule for each
individual; and

c) Subtract the allowable exemption from the liquid assets of each individual
subject to the rule (including their immediate family).

Note: A husband and wife and their dependent children are only entitled to one
exemption.

12. Reducing Ownership Intest

a) Any person subject to the utilization of personal resources rule 6 months
prior to the date of the loan application would continue to be subject to the
rule even if that person has changed his or her ownership interest to less
than 20%.

b) The only excption to the @month rule is when that person completely
divests his or her interest prior to the date of applicaGamplete
divestiture includes divestiture of all ownership interest and severance of
any relationship with the Small Business Applicartd any associated
Eligible Passive Concern) in any capacity, including being an employee
(paid or unpaid)

D. Ineligible Types Of Businesses
1. To determine if a business is eligible for SBA assistancdetitker must:
a) Determine the primary business industry of the Small Business Applicant.
(13 CFR 121.10y
b) Determine whether the Small Business Applicant is one of the types of
business listed as ineligible in SBA regulatioi® CFR 120.110
2. SBA may not guarantee a loan to a Small Business Applicant for the benefit of
an ineligible affiliated business.
3. SBA cannot guarantee a loan to any of the following types of businesses:
a) Businesses organized as a poofit (for-profit subsidiaries are eligible)
(13 CFR 120.110 (&)
b) Businesses Engaged in Lenddi® CFR 120.110 (b)
(1) SBA cannot guarantee a loan that\pdes funds to businesses
primarily engaged in lending or investment, or to an otherwise

eligible business for the purpose of financing investment not related
or essential to the busine3sis prohibits loans to:

(a) Banks;
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(b) Life Insurance Companidbut not independent agents);
(c) Finance Companies
(d) Factors
(e) Investment Companies
(H Bail Bond Companiesand
(g) Other businesses whose stock in trade is money and which are
engaged in financing.
(2) The following areexceptions to this regulation:

(@) A pawn shop that provides financing is eligible if more than
50% of its revenue for the previous year was from the sale of
merchandise rather than from interest on loans.

(b) A business that provides financing in the regular sewf its
business (such as a business that finances credit sales) is
eligible provided not more than 50% of its revenue is from
financing its sales.

(c) A mortgage servicing company that disburses loans and sells
them within 14 calendar days of loan closisgligible.
Mortgage companies are eligible when they are primarily
engaged in the business of servicing loans. Mortgage
companies that make loans and hold them in their portfolio are
not eligible.

(d) A check cashing business is eligible if it receimesmethan
50% of its revenue from the service of cashing checks.

c) Passive Business€s3 CFR 120.110 (¢)

(1) Passive businesses owned by dewvatopnd landlords that do not
actively use or occupy the assets acquired or improved with the loan
proceeds (except Eligible Passive Companies under 120.111) are not
eligible.

(2) Businessesnmmarily engaged in subdividing real property into lots
and devedping it for resale on its own account are not eligible.

(3) Businesses thare primarily engaged iowning or purchamg real
estateand leamg it for any purposarenot eligible. For example,
shopping centers are not eligilaled lusinesses thaghs landfor
the installation of cell phone tower or winirbinealso arenot
eligible; however, the business operating the cell phone tower or
wind turbineis eligible.

(4) Apartment buildings and mobile home parks are not eligible. But,
hotels, motelsteaeational vehiclgarks,marinascampgrounds, or
similar types of businesses are eligible if more than 50% of the
businessdés revenue for the prior vy
stay for 30 days or less at a timéthe applicant is a statip, the
applicantds projections must show
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businessds revenue wil/l be derived
days or less at a time

(5) Residential facilities that are licensed as nursing homes or assisted
living facilities are eligible.

(6) Businesses that are engaged in leasing equipment, household goods
or other items are eligible. (See subparagraph b) above regarding the
eligibility of businesses engaged in lending.)

(7) Businesses such as barber shbpsg, salonsnail salonsand similar
types of businessese eligible regardless of whether they have
employees or contract with individuals to provide the services

(8) Anineligible passive business cannot obtain an SBA loan for any
purpose, including the purchase or constructionkafiing for its
own use.

d) Life Insurance Companie€l3 CFR 120.110 (g)
(1) Life insurance companies are not eligible.

(2) Even if alife insurance agent writes insurance for only one
company, he or she may qualify as an eligible independent
contractor if the business meets all of the following factors:

(&) If the insurance agent is subject to the control or direction of
another merely as to the result to be accomplished and not as to
the means and methods for accomplishing the result;

(b) If theinsurance agent hires, supervises and pays employees he
or she needs to help perform his or her services;

(c) If the insurance agent performs his or her services at his or her
own place of business rather tha
business;

(d) If the insurae agent is paid by the job or on a commission
basis, rather than by the hour, week or month;

(e) If the insurance agent is responsible for paying his or her own
business expenses;

(H If the insurance agent provides the significant amount of his or
her tools, materials, and other equipment, even if the insurance
company provides some forms, manuals, or other materials;

(g) If the insurance agent invests in facilities that are used by him
or her in performing services and are not typically maintained
by employees (g£h as the maintenance of an office rented at
fair market value from an unrelated party); and

(h) If the insurance agent can realize a profit or incur a loss as a
result of his or her services.

e) Business Located in a Foreign Country or Owned by Undocumented
(lllegal) Aliens(13 CFR 120.110 (%)
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(1) Businesses are not eligible if the business is:

(@) Located in a foreign country with no activities in the United
States; or

(b) Owned in whole or in part by undocumented (illegal) aliens.
(2) Businesses are eligible if the business:

(@) Islocated inthe U.S;;

(b) Operateprimarily in the U.S.; and

(c) Is authorized to operate in the state or territory where they seek
SBA financial assistance; OR

(d) Makes a significant contribution to the U.S. economy through
the:

() Payment of taxes to the U.S.; or
(i)  Use of American products, mat&s, and labor.

(3) The proceeds must be used exclusively for the benefit of the
domestic operation#s a result the business and its employees are
subject to U.S. and local taxes.

(4) Businesses involved in international trade are subject to U.S. trade
restrictons.

(5) Businesses owned by legal permanent residents are elfgdse.
Paragraphll .E. of this Chapter.

f)  Businesses Selling Through a Pyramid PIEESCFR 120.110 (J)
Pyramid or multilevel sales distubion plans ar@ot eligible for SBA
assistance.

g) Busdnesses Engaged in Gamblifid CFR 120.110 (g))

(1) Small businesses that obtain more thanthire of their annual
gross incoméor the prior yearincluding rental income, from legal
gambling activities are not eligible.

(2) Small businesses areggble if they obtain on¢hird or less of their
annual gross income, including rental income, from:

(@) Commissions from official State lottery ticket sales under a
State licenseor

(b) Gamblingactivities licensed and supervised by state authority
in those states where the activities are legal.

h) Businesses Engaged in any lllegal Actiity3 CFR 120.110 (h))

SBA must not approve loans to borrowers that are engagkelal

activity or who make, sell, service, or distribute products or services used

in connection with illegal activity, unless such use can be shown to be

compl etely outside of the borrower s

i)  Businesses Which Restrict Patronab@ CFR 120.110 (i))

Businesses that restrict patron&geany reason other than capacity are
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not eligibleFor exampl e, a mends only or
eligible.

GovernmemnOwned EntitiesExcluding Native American Tribgd3 CFR
120.110()))

(1) Municipalities and other political subdivisions are not eligible.
(2) Special Requirements Applicable to Native American Businesses

(3) A Native American tribe is a Governmental entity and is not eligible.
A small business owned in whole or in part by a Nafiagerican
tribe is eligible if:
(a) It establishes that it is a separate legal entity from the tribe and
submits the documents authorizing its existence; and

(b) The tribe waives sovereign immunity with respect to the
collateral for the loan and collection of tlean from the
borrower, OR agrees to a fAsue
naming U.S. Federal <courts as
jurisdiction. o

Lenders may seek the advice and assistance of the Bureau of Indian

Affairs (BIA) personnel when dealing with losugollateralized by

Indian lands held in trust.

Businesses Engaged in Promoting Relidib® CFR 120.110 (k)

(1) A Small Business Applicant is ndligible if it is principally engaged
in teaching, instructing, counseling or indoctrinating religion or
religious beliefs, whether in a religious or secular setting.

(2) A Small Business Applicant is not ineligible merely because it offers
religious books, mus, ceremonial items and other religious articles
for sale.The lender must consider the overall activities and business
environment of the Small Business ApplicegBBA has a worksheet
to assist with this proces$SOP 70 50, Legal Responsibilities,
Apperdix 3a Religious Eligibility)

Cooperativegl3 CFR 120.110()

(1) Consumer and marketing cooperatives are noibéig

(2) Producer Cooperatives

A producer cooperative is eligible if:
(a) Itis engaged in a business activity;
(b) The purpose of the cooperative is to obtain financial benefit for

itself as an entity AND its members in their capacity as
businesses; and

(c) Each member of the cooperative is small.
Businesses Engaged in Loan Packagir®)CFR 120110(m)

A Small Business Applicant that receives more than 1/3 of its gross annual
revenue from packaging SBA loans is not eligible.
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Businessewith an Associatef Poor Characte(13 CFR 120.110 (n))

(1) The SBA cannot provide financial assistance to businesses with
Associate who are incarceratedn probationon parole or have
been indicted for a felony or a crime of morajitude

(2) An application can be accepted for processing if the individual
indicates an arrest record, but was acquitted or the indictment was
dismisse and the individual is not incarcerated, on probation or on
parole for any offense.

(3) Anindividual with a deferred prosecution is treated as if the
individual is on probation or parol8uch an applicant is not eligible.

(4) To determine eligibility under thisection, the Agency requires that
every proprietorgeneralpartner, officer, directomanagingnember
of alimited liability company (LLC),owner of 20% or more of the
equity of theApplicant, Trustor (if the Small Business Applicant is
owned by a trustgnd any person hired by the Applicant to manage
day-to-day operation§ i Subj ect I ndividual 0)
characterThe completion of aBBA Form 912, Statement of
Personal H | by éaochrSubje¢t individ@abis) required as
part of the character evaluation procasd the form must be
completed within 90 days of submission of the appion to SBA
Every person completing a 912 must answer each question fully
giving details about any fAyeso
even when the applicant believes the record is sealed, expunged or
otherwise unavailable. (This information mbstkept private and
confidential.)There are no exceptions to or waivers of this policy.

(a) If every Subject Individual answers questions 7, 8 and 9 as
Ano, 0 nor mal |l oan processing

() 'f a Subject I ndividual answers

Smadl Business Applicant is not eligible.

(c) I'f a Subject I ndividual answers

that individual must go through a background check and

character determination unl ess

answer was a single misdemeanot thas subsequently
dropped without prosecutioDocumentation from the

appropriate court or prosecutord

SBAForm91Zand mai nt ai ned i .yftiehe
individual pleads guilty to the charges or to lesserggmthe
background check and character determination must be
conducted. Currently, SBA conducts two types of background
checks: (1) a Name Check, which requires a search of available
records based on a personébs
(SSN); and 2) a Fingerprint Check, which searches available

records based on the personods

and legibly written FB258 Fingerprint Card.
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d I f there i s thelerdgr mgstiake tieefofowings e ,
actions:

() The lender must obtain a cpiate understanding of the
reason(s) for the Ayeso respol
clarification, the lender must obtain additional written
explanation from the Subject Individual to include the
following:

(@) Date of the offense(s) including month, day and
year.If the actual day is not known, include the
month and year.

(b) City and state or the county and state where the
offense(s) occurred.

(c) The specific charge(s) [DUI, assault, forgery,
robbery etc.] AND the level of the charge; (either a
misdemeanor or felgn.

(d) Disposition of the charge(shhis may include but
is not limited to the following:

()  Any fines imposed,;

(i)  Any class or workshop to be attended;

(i) Any jail time served;

(iv) If applicable, the terms of probation (including

evidence and dates of successful conctusf
the probation); or

(v) Any other court conditions (such as
registration as a sex offender).

() Assuming the courtdéds condi't
applicant should state that all conditions of the court
have been satisfied in his explanation and provide
court documents evidencing that these conditions
were met.

M The borrower 6s deaplaeaton.si gnat

(i)  When an applicant discloses a felony arrest a Fingerprint
Check is required and a Fingerprint Card (FD 258) must
be completed. Local law enforcement agencies will
usually assist the individual with the fingerprinting.
Lenders may obtain theDF258 from their local District
Office.

(i) When an applicant discloses a past offense(s) that was
classified as a misdemeanor, the background check may
either be a Name Check or a Fingerprint Check.

(iv) Regardless of whether the past offense was a felony or a
misdemeanor, the lender must submit the complete 912
package to the local field office before loan processing
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can proceed. Copies of the documents are to be submitted
to the field office.The lender must retain the originals in

its loan file. SBA recommendhkat the lender submit the

912 package as soon as possible.

(v) The field office will send the complete 912 package to
the Office of Inspector General/Office of Security
Operations (OIG/OSO) at SBA Headquart&dhen a
912 with a Ayeso theGI@E/OS0ye i s f
lender personnel must not make any statement to anyone
outside the SBA about action being taken regarding the
912 information submittedExceptions are only permitted
when in compliance with the provisions of the Privacy
Act. (SeeSOP 40 09

(e) Decisions Available to the SBA When Processing a 912 with a
Ayesdo response:
(i) Clear the 912 to permit processing, approval and
disbursement;

(@) SBA will clear a positive 912 for processing and
waive thefingerprint requirement only when the
reason for the ofieggoth#e 0 r espon
following criteria:

(i) A single minor (misdemeanor) offense or
arrest;OR

(i)  Up to three minor offenses (arrests and/or
convictions at one time or separately),
concluded morehtan 10 years prior to the date
of the SBA application; OR

(i) A Prior Offense cleared by¢ Director,
Office of Financial Assistand®/FA) or
designee on a previous application where no
other offenses have occurred since the
previous application was cleared by the D/FA
or designeeThis clearance is only valid for
six months from date of issuance.

NOTE: Only the D/FA or designee maythorize
the processing center or lender to process and
subsequently disburse a loan when the Form 912 is
not cleared.

(b) The field office cannot clear felony arrests or
convictions for loan processing.

(c) When the field office receives the completed 912
packa@ and decides to clear it for processing, it
will notify the lender that the application has been
cleared for processing and will submit the 912
package to the OIG/OSO for a Name Check.
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(ii)

(iii)
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(d) When the Name Check corroborates the information
on the 912, OIG/OS@iill advise the field office,
which will then notify the lender.

(e) When the Name Check results contradict the
disclosure on the 912, or the disclosed criminal
history raises a question about the character of the
individual, OIG/OSO will refer the matter the
D/FA. If the loan was already processed and
approved, the lender shall be notified of the adverse
change and directed to immediately cease further
loan disbursements and seek immediate repayment
of the loan proceeds from the borrower.

(H The D/FA or desigee can overrule the clearance by
the field office.

(g) The lendemay beresponsible for any funds that
are uncollected in the event that the Name Check
reveals additional undisclosed offenses or fraud.

Place the processing of the application on hold fahéur

investigation;

(&) Thelender must obtain from tHaubjectindividual
a Form FD 258, SBA Fingerprint Cailehdsubmit
it to the field officeto forward to OIG/OSQor a
FingerprintCheck The processing of the
application will remain on hold until thegelts of a
Fingerprint Check are received at which time the
application will either proceed or be declined.

(b) If additional criminal activity is revealed,
information pertaining to the additional criminal
activity will be provided to the D/FA or designee
who will notify the field office that an adverse
condition exists.

Decline the application because the information supplied
on the Subject Individual shows the offense is open and

has not been adjudicated or the Subject Individual is on

probation or parole.

() 912 Decision Appeals

(i)

Effective Date: October 1, 2011
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characterFactorsthat contribute to a favorable
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provided by the applicant that satisfactorily explains the
circumstances of the prior offense(s); and/or (2) the
passage of time between the date of the prior offense(s)
and the date of application, during which the applicant
has not committed additional offenses and has generally
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led a responsible life and made a contribution to the
community.

(i)  The applicant should send a written request for
reconsideration through the lender to: Director, Office of
Financial AssistancdJ.S. Small Business
Administration, Office of Financial Assistance, 409 3rd
Street, SW, Suite 8300, Washington, DC 20416.

(g) CLPand PLP912 Procedures.
() If, in connection with a CLIBr a PLPloan, a Subject

Il ndi vidual answers question

individual must go through a background check and
character determination unless the charge resultia
fyesoO answer was a single
subsequently dropped without prosecution.
(Documentation from the appropriate court or

prosecutorods office must be

912)) If the individual pleads guilty to the charges or to
lesser charges the background check and character
determination must be conductddhe application may be
processed using CLP or PLP procedures, as applicable,
after the lender has requested and received written
clearance of the character issue(s) from tk&idt office.

(i) To request clearance from the district office, the lender
must submit a cover Il etter
information, a brief description of the business along with
SBA Form912 and any required attachments.

(h) SBA Express and Patrioxpress912 Procedures.

() Generally, loans submitted under SBA Express and
Patriot Expressnay be made only if questions 1, 2, and 3

8

mi s

at

Wi t

on SBA Form 1919 dfa8ubject | ans we

I ndi vi dual toeqoestiarelstisen theySenallo
Business Applicant is not eligiblé.a Subject Individual
answers fAyeso to question
must go through a background check and character

(O

determination unless the char

answer vas a single misdemeanor that was subsequently
dropped without prosecutio(Documentation from the

appropriate court or prosecut

tothe SBAForm191@a nd mai nt ai ned i
loan file)) If the individual pleads guilty tthe charges or

to lesser charges the background check and character
determination must be conduct®®@h en t her e i
response on questions 2 or 3, the lender may elect to
process, submit, and disburse the loan under SBA

t h

a

Express and Patriot Exprese, by when t he subj
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affirmative activity meets the criteria set forth above for
SBA to clear an application for processing (a single
minor offense or up to three minor offenses more than 10
years prior to the date of the application or a prior offense
that was cleared by the D/FA or designee on a previous
application and no additional offenses have occurred
since the date the prior application was cleatieel D/FA

or designeeds clearance is onl
date of issuance))lf the affirmative activity does not

meet the criteria set forth above and the lender cannot
clear the application for processing, trem 912 and

any supporting documentationustbe sent to the local

field office which will forward it to the OIBDSOfor
processing.OIG/OSO will notify thefield office, and the
field office will notify the lender that the applicantas is
noteligible on a character basis for an SBA |o&ne

|l ender must document 1its | oan
notification. The application may berocessed using

SBA Express or Patriot Express procedures, as
applicable afterthe lender has receivéll G/ OS O06 s
written clearance of the character issue(s) fronfigdd

office.

(i)  In using this authority, SBA Express and Patriot Express
lenders must secure and submit a completed 912 to SBA
using the following procedure:

(@) The Subject Individual must complete and sign the
912. The lender must ensure that the following
items are completed correctly, as incomplete Forms
912 will be retuned to the lender:

i) Applicantdés Soci al Securi
(i) Applicantdés date of birth
(i)  Applicant must provide specific information

about each charge including the date, city and

state where charged;

(iv) Applicant must be very specific on the
disposition of each @rge. For example, if
probation was the disposition, specify for
which charge(s) and for how long;

(v) Signature Block: Must be signed and dated
within 90 days of the submission to SBA;

(b) Lender must insert the SBA Servicing Office that
will service the loan &ér it is processed by the
SLPC,;

(c) Include the I enderdés addres
contact person;
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(d Lender must check, sign, an
wai vedo box and the AClI ear

(e) Lender must submit one copy of the 912 to the
OIG/OSOat 409 3rd Street, SW, Washington DC
20416 and retain the original copy of the 912 in the
loan file.

NOTE: An SBA Express or Patriot Exprdesder
choosing not to exercise its authority to clear a 912
with a Ayes o0 bmtastgndandg@) mu st
loan application to the Standard 7(a) Loan Guaranty
Processing Center to be processed under standard
7(a) loan procedures.

() ForallForm912s ub mi tted, SBAGs Ol G/ OSO

A Name Ch e c kgroudahedk)/fram thedBlI.

Note:Incomplete Form 912sannot be processed and will be
returned to the lender. The lender must submit a corrected 912
before processing can continue.

() If the information from the FBI Name Check is consistent
with the information provided on the 912, OIG/OSO will
notify the appropriate SBA Servicing Office, and the
SBA Servicing Office will document its file and notify
the lender that the applicant is eligible on a character
basis for an SBA loai.he lender musdocument its loan
file with SBAG6s notification t

(i)  If the information from the FBI Name Check contradicts
the information provided on the SBA Form 912,
OIG/OSO will notify OFAand the D/FA or designee will
evaluate the discrepancy and determine if the discrepancy
warrants a denial of the loan on the basis of chardtter.
the loan warrants a denial, the D/FA or designee will
notify the SBA Servicing Office and the SBA Servicing
Office will notify the lender that the applicant is not
eligible on a character basléthe loan has been
disbursed, the Agency will cancel its guaranty.

() Reducing Ownership to Avoid Submitting Form 912

A Subject Individual may not reduce his or her ownerghnig
Small Business Applicant for the purpose of avoiding
completion of Form 912Anyone who would have been
considered a Subject Individual within 6 months prior to the
application must complete Form 9Ihe only exception to the
6-month rule is when 8ubject Individual completely divests
his or her interest prior to the date of applicati©amplete
divestiture includes divestiture of all ownership interest and
severance of any relationship with the Small Business
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0)

p)

aq)

Subpart B

Applicant (and any associated Eligible Passive Concern) in any
capacity, including being an employee (paid or unpaid).

Equity Interest by Lendeor Associates in ApplicarConcern {3 CFR
120.110(0)

A lender or any of its associates may not obtain an equity position, either
directly or indirectly, in the Small Business Applicant. The only exception
is when the Associate of the lender is a Small Business Investment
Company (SBIC), in which case the vagments ofl3 CFR 120.104
apply.See alsd.3 CFR 120.14for a list of ethical requirements that
applyto lenders.

Businesses Providing Prurient Sexual Matgd&l CFR 120.110 (p)
A business is not eligible for SBA assistance if:

(1) It presents live or recorded performances of a prurient sexual nature;
or

(2) It derives more than%% of its gross revenue, directly or indirectly,
through the sale of products, services or the presentation of any
depictions or displays of a prurient sexual nature.

By law SBA must consider the public interest in granting or denying
financial assistanc@he SBA has determined that financing lawful
acivities of a prurient sexual nature is not in the public intefigss.
lender must consider whether the nature and extent of the sexual
component causes it, in view of community standards, to be prurient.

Prior Loss to the Governmeni3 CFR 120.110 (¢)and Delinquent
FederaDebt (31 CFR 285.18

(1) Unless waived by SBA for good cause, SBAmat provide
assistance to a Small Business Applidgatitere has been a Prior
Loss to the Government. APrior
any deficiency on a Federal loan or Federally assisted financing
which has been incurred and recognized bydeFs agency after it
has concluded its writeff and/or closeout procedures for the
particular account including the following:

(@) Loss on the sale or other disposition of collateral acquired after
default;

(b) Compromise, i.e., resolution or settlement &dan balance for
less than the full amount due;

(c) Bankruptcy by a borrower and/or any guarantors; and
(d) Anyunreimbursed advance payments by a Federal agency

(2) Unless waived by SBA for good cause, SBA cannot provide
assistancé a Small Business Applicaiftthere is a Delinquent
Federal Debt:

(@) A debtisconsidered d e | i nvpemany Rederal loan or
Federally assisted financing has not been paid within 90 days
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of the paymentduedatdh debt 1 s considered |
even if the creditor agency has susphdr terminated
collection activity with respect to such debt.

(b)) A debt is not considered dAdelingq
() The creditor agency has released the obligor from paying
the debt;

(i) The obligor is subject to, or has been discharged in, a
bankruptcy proceeding;

(i) Theobligor has entered into a satisfactory written
repayment agreement and is current; or

(iv) The debt is in an administrative or judicial appeal
process.

(Note: If there was a loss associated with any of these
debts, however, the loan remains subject touhesr
governing a Prior Loss to the Government under
paragraph q)(1) above.)

3 AFeder al |l oan or Federally assiste
made directly or guaranteed/insured by any Federal agency, any
unreimbursed advance payments under 8(a) or sipritggrams
operated by any Federal agency, federaligked student loans and
disaster loans (excluding any amount forgiven as a condition of the
loan at the time of origination)t does not include
unpaid/delinquent taxes or any loss incurred by theraeBeposit
Insurance Corporation (FDIC) when it sells a loan at a discount.

(4) These rules apply to:
(a) The Small Business Applicant;

(b) Any business in which an Associate of the Small Business
Applicantowned, operated or controlled a business that
incurredthe Delinquent Federal Debt caused th@rior Loss;

(c) Any business controlled by the same person(s) who
controls/controlled thbusinesghatincurredthe Delinquent
Federal Debt ocaused th€rior Loss;

(d) Any Associate of the Small Business Applicant who has (o
guaranteed) a Delinquent Federal Debtaursedh Prior Loss
(either directly or as a guarantor); and

(e) Any guarantomwho has (or guaranteed) a Delinquent Federal
Debt or acausedPrior Loss (either directly or as a guarantor).

(5) Delegated lenders are responsible for checthiegCredit Alert
Verification Reporting System (CAIVRS) to determine if any of the
individuals orbusinesseglentified in paragraph (4) immediately
above has either a Delinquent Federal Debt or a Prior Lbshw
would result in the Small Business Applicant being ineligible for
SBA financial assistance.
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(@) CAIVRS allows the lender to enter multiple tax id numbers
(either SSN or EIN) to search for an outstanding Delinquent
Federal Debt or Prior Loss in connectigith a loan
application.

(b) Lenders may obtain instructions for accessing CAIVRS at
http://www.hud.gov/offices/hsg/sth/sys/caivrs/caivrs_fag.cfm
(6) WaiverRequests
(&) When there are compelling circumstances, the lemdgrsend
a written request for a waiver to th&PC. The lender must
identify the Delinquent Federal Debt or Prior Loss to the
Government, explain the relationship of the Small Business
Applicant to themdividual orbusinesausing the delinquency
or prior loss and the circumstances
(b) For Delinquent Federal Debt, the Chief Financial Officer
(CFO)(who may only delegate this authority to the Deputy
Chief Financial Officer) will make the final decision the
request.
(c) For Prior Loss to the Government, the D/FA or designee will
make the final decision on the request
(7) If the Delinquent Federal &btor Prior Loss to the Governmeist
fully satisfied, the application can be processed without a waiver
fromtheCFOorD/FA, i ncl uding under a | ende
authority The lender must document its file as to how the debt or
loss has been fully satisfied.
r)  Businesses primarily engaged in political or lobbying activii&sCFR

120.110 (1)

A Small Business Applicant that derives ove#®&6f its gross annual
revenue from political or lobbying activities is not eligible.
s) Speculation(13 CFR 120.110 (¥)

(1) Speculative businesses are notibliy This prohibits loans to a
Small Business Applicant for:

(&) The sole purpose of purchasing and holding an item until the
market price increases; or

(b) Engaging in a risky business for the chance of an unusually

large profit.
(2) Speculative businesses include:

(@) Wildcatting in oil;

(b) Dealing in stocks, bonds, commodity futures, and other
financial instruments;

(c) Mining gold or silver in other than established fields;

(d) Research and Development; and

Effective Date: October 1, 2011 119


http://www.hud.gov/offices/hsg/sfh/sys/caivrs/caivrs_faq.cfm
http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?type=simple;c=ecfr;cc=ecfr;sid=0de8677f56b6f1b063fd8273c499ca05;idno=13;region=DIV1;q1=120.110;rgn=div8;view=text;node=13%3A1.0.1.1.16.1.189.7
http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?type=simple;c=ecfr;cc=ecfr;sid=0de8677f56b6f1b063fd8273c499ca05;idno=13;region=DIV1;q1=120.110;rgn=div8;view=text;node=13%3A1.0.1.1.16.1.189.7
http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?type=simple;c=ecfr;cc=ecfr;sid=0de8677f56b6f1b063fd8273c499ca05;idno=13;region=DIV1;q1=120.110;rgn=div8;view=text;node=13%3A1.0.1.1.16.1.189.7

Subpart B SOP 50 10 5(D)

(e) Building homes for future sale (except under the Builders
CAPLineprogram).

Note: Construction of homes for future sale with no sales contract in
pl ace (spec homes) i €APtiheprggraml e und
(13 CFR120.391

(3) Non-speculative businesses which are eligible include:

(@) A business, such as a grain elevator, that uses a commodity
contract to lock in a price;

(b) A farmer who uses a commodity contract to lock in the sale
price of his or her harvest;

(c) A business engaged in drilling for oil in established fields; and

(d) A business engaged in building a home under contract with an
identified purchaser.

E. Businesses Ownday Non-US Citizens

SBA can provide financial assistance to businesses that are at least 51% owned and
controlled by persons who are not citizens of the US provided the persons are

lawfully in the US.Theprocessing procedures and the terms and conditions will vary,
depending upon the status of the owners as assigned by the United States Citizenship
and Immigration Servicg®JSCIS).

SBA requires all participating lenders, including SBLCs, to comply with the U.S.
Department of the Treasury regulations for Customer Identification Programs for
banks, savings associations, credit unions, and certaifrenberally regulated banks
found at31 CFR 1020.220

1. Businesses owned by Naturalized Citizans eligible and the naturalized
citizens are not subject to any special restrictions or requirentfesuts.
i ndividual 6s SBA Form 912 reflects s/ h
of status is required.

2. Businesses ovad by Lawful Permanent Residefit$Rs) are eligible. PRs
are persons who may live and work in the U.S. for life unless their status is
revoked through an administrative hearing.

a) The USCIS Form-b51 (551) ievidence of LPRstatusUSCIS has two
versions of the 551:

(1) Resident Alien Card; and
(2) Permanent Resident Card. (This is the most recent version.)

b) USCIS requires replacement of the 551 every 10 years to update the
phaograph and security measurBeplacements may also be necessary if
the 551 is lost, the individual changes name,Réplacement of the 551
may take more than a yedPR status is not in jeopardy merely because
the 551 document lapses.

Acceptable forms of evidence when the 551 has been submitted to USCIS
for replacement or has an expired date include the following:
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1) A temporary stamp by USCIS on the
A Pr oc e s-55&idrenfpararyEvidence of Lawful Permanent
Resi dence; 0

(2) USCISFormi43 2 7 ,-efiRey Per mlPRs,indieuiofasued t o
visa, which is valid for only 2 years;

(3) USCISFormi7 97, fANotice of Action, o0 a r
when the 551 is lost or surrendered forengal or changes (e.g., a
name change because of marriage or divorce).

(4) SBA requires that the 551 or an acceptable substitute must be current
at the time it is submitted with an application or it will be returned
and not processeBLP, SBA Expres and Pilot Loan Program
lenders must have a copy of the current 551 or acceptable substitute
prior to requesting a loan number.

3. Businesses owned by the following persons may be eligible:

a) Nonimmigrant aliens residing in the USon-immigrant (documentgd
aliens are persons who are admitted to the U.S. for a specific purpose(s)
and for a temporary period of time with a current/valid USCIS document,
such as a visa.

(1) They must have current/valid USCIS documentation permitting them
to reside in the U.S. ledg and

(2) The documentation/status of each alien must be verified with
USCIS.

b) Asylees and refugees (persons who receive temporary refuge in the United
States) with LPRstatus.

4. Businesses owned by aliens who are ectifjo the Immigration Reform and
Control Act of 1986 (IRCA) might be eligible under limited circumstances.

a) IRCA vests USCIS with the authority to grant illegal aliens lawful
temporary resident statuRCA prohibits financial assistance to
businesses ovad 206 or more by such individuals for a period of 5 years
after USCIS grants lawful temporary resident status.

b) This disqualification does not apply to Cuban or Haitian entrants or alien
entrants subject to IRCA who are aged, blind or disalilked.definiton

of blind or disabled is equivalent t
eligibility for assistance to any small business owned by disabled
individuals.

c) All applicants seHcertify that they are eligible under IRCA by signing
SBAForm4or SBAForm1919,iwi ch i ncl udes the fASta
Required by Law aThiindires aaettificatianth@r der s
IRCA does not apply to them.

5. Documentation to evidence and verify ar

a) Attime of applicationfor any alien required to complete SBA Fo912
(for EWCP loans, for any alien identified as an owner on&HA Form
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84-1 and for SBA Expresdatriot Express and Export Exprésans, for
any alien identified on SBA Form 19j1 @he following applies

(1) Aliens must provide their alien registration numbelSBA Form
912, AStatement (far EW(Pdoans, @lierssimusHi st or
provide their alien registration number on EBBA Form 841 and
for SBA ExpressPatriot ExpresandExport Expres$oans, aliens
must provide their alien registration number on SBA Form 1919).

(2) Lenders must obtainacopytothe i ndi vi dual 6s USCI S
documentation and maintain in the case file.

(3) All lendersmust register designated personnel with the SLPC at
Sacramento504Reqister@sba.gdhe SLPC will respond to such
requests byroviding instructions on how to complete registration
and to use the electronic verification proceske lender submits a
USCISForm &G 45 (845), nADocument Veri fi
supporting information to th6LPC The lender must state on the
845that the request is for an SBfaranteed loan.

(4) As required byySCIS SBA will release information about the status
of an alien to lenders or other rngovernmental entities ONLY
when a signed and dated authorization from the alien is attached to
and sulmitted with the 845 on that alien providing name, address
and date of birth.

(@) As required byJSCIS SBA accepts either of the following
authorization statements:

() lauthorize the U.Citizenshipand Immigration Service
to release information regarding nmgmigration status to
[name of lender], because | am applying for a U.S. Small
Business Administration loan.

(i) 1 authorize the U.Citizenshipand Immigration Service
to release alien verification information about me to
[name of lender], because | am apptyfor a U.S. Small
Business Administration loan.

(b) As required byJSCIS all verification requests must include an
authorization with the original signature of the alien for SBA to
release information to lenders on the status of a verification.
The origiral Document Verification Request (Form835) and
authorization for release must be maintained by the lender in
the borroweroés file for review b

(c) The information provided to SBA by the USCIS system is
intended solely for the ppose of determining eligibility for
SBA financial assistance. This information is governed by the
Privacy Act, 5 U.S.C. 552(a)(i)(1), and any person who obtains
this information under false pretenses or uses it for any purpose
other than for determiningligibility may be subject to
criminal penalties.
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(d) The authorization statement must not be on SBA or lender
stationery.

b) Lenders mugteceiveverification of thestatus of each alierequired to
submit USCIS documentsior to submission of the applicatidco SBA.
The lender must document the findings in the loan Tikes applies in all
cases, regardless of the processing method or loan program.

c) Verification of the status of an LPR is required if 6 months has elapsed
since the last verification with orexception: if the individual reported an
offense on SBA Form 912, then verification would be required even if 6
months had not elapsed, as the offense may put their status at risk. For
non-LPRs, verification is required with each loan application, as th
status can be revoked at any time.

6. Businesses owned by Foreign Nationals or Foreign Entities may be eligible.

Businesses listed in Appendix 1 ofs® OP, A Restrictions on F
Controlled Enterprises, 0O thatasre ownhe
Foreign Entities or Notmmigrant Aliensare not eligiblelf a business is not

listed in Appendix 1 it may be eligible.

7. Additional requirements for eligibility of businesses owned by-citinens
other tharLPRs, including foreignowned businesses

a) The application must contain assurance that management is expected to
continue in place indefinitely and have U.S. citizenship or verified LPR
status.

(1) Management must have op&@the business for at least 1 year prior
to the application dat€This requirement prevents financial
assistancpo tmudisneastses owned by al
LPR status.)

(2) The personal guaranty of mayganent must be considered as a loan
condition and if not required, the decision must be explained in the
loan file.

b) The applicant must pledge collateral within the jurisdiction of the U.S.
sufficient to pay the loan in full at any time during its lifethe small
business applicant owned by foreign nationals, foreign entities er non
immigrant aliens residing in the US does not have sufficient collateral, the
applicant is not eligible for a guaranteed loan.

c) In order for a business not to be subject toalaklitional requirements, it
must be at least 94 owned by individuals who are U.S. citizens and/or
who have LPRStatus from USCIS and control the management and daily
operations of the business. This can odaived by the D/FA or
designee.

F. The Eligible Passive CompaPC)Rule
The Eligible Passive CompalizPC) rule isan exception to SBA regulations that

prohibit financing assets which are held for their passive incBemause the EPC
rule is an exception, it is interpreted strictly.
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1. Conditions necessary to qualify as an ERG CFR 120.111

a) Under SBA regulations, an ER@n take any legal form or ownership
structure A tenancy in common is a form of legal ownership and does not
create a new or separate legal entitauthorized by state law, legal
entities can be a tenant in common withiwdluals.

(1) There may be several individuals or entities in a tenancy in common,
but the tenancy in common is considered 1 EPC

(2) The loan documents must be signed by all of the members of the
tenancy in common, witauthorized individuals signing for the
entity members.

b) An EPCmust use loan proceeds to acquire or lease, and/or improve or
renovate real or personal property (including eligible refinancing) that it
leases to one anore Operating Compani¢gsOC) f or conduct i nq
businessAn EPC may not use loan proceeds to acquire a business,
acquire stock in a business or any intangible assets of a business or to
refinance debt that was incad for those purposes.

2. Conditions that apply to all legal entities:
a) The OCmust be an eligible small business;

b) The proposed use of proceeds must be an eligible use as if thert@C
obtainng the financing directlysubject to paragraph 1.b) abpve

c) The EPQwith the exception of a trust) and &€ each must be small
under the appropriate size standard ®CFR Part 121

d) The EPOmust lease the project property directly to the &»@:
(1) The lease must be in writing;

2) The | ease must be subordinated to
lien, or security interest on the property;

(3) The lease must have a term;luding options to renew exercisable
solely by the OCat least equal to the term of the loan;

(4) The EP((as landlord) must furnish as collateral for the loan an
assignment of all rés paid under the leas®n assignment of the
lease is only required when necessary to perfect the assignment of
rents or to enable | ender to exerc

(5) The rent or lease payments cannot exceed the amount necessary to
makethe loan payment to the lender, and an additional amount to
covertheEPE6s expenses of holding the p
maintenance, insurance and property taxes; and

(6) The OCmust leasd.00% of the property from the EPBut it can
sublease a portion of the property under the rules governing
occupancy requirements with which all SBA borrowers must
comply.

(7) Ifin acquiring the property, the EPC becantke beneficiary or
owner of the rights to an existing mineral lease on the property, the
EPC must assign its interest in the lease (together with its rights to
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all rental, mineral, royalty, bonus, or similar lease payments that
might accrue by virtue dhe existing minergloil and gas)ease) to

the OC; and any such assignment must be subordinated to all Deeds
of Trust or Mortgagesln addition, the lender must take the

following actions as applicable:

(&) If subordination is not possible, the lender nprsivide
documentation to that effect.

(b) If the mineral lease has been terminated, the lender should
attempt to have it removed from the Title Policy.

(c) If thelender is unable to have tleaseremoved fronthe Title
Policy, the lender mugtrovide supportig documentation
evidencing the proper assignment of the lease to the OC and
obtain a title endorsement to
property (i.e., @lifornia LandTitle Association (CLTA)
100.23 or 100.24).

e) The OCmust be a guarantor or a-borrower on the loaihe OC must
be a ceborrower if it receives any loan proceeds as working capital or for
the purchase dixed assets.

f)  Each holder of an ownership interest constituting at least 20% of either the
EPCor the OCmust:

(1) Guarantee the loan (if the holder is a trust, then the Trustee shall
execute the guarantee on behalf of the trust); and

(2) Comply with the Utilization of Personal ResouiRele. See
Paragraphll .C.7 - 11 of this Chapter.

3. Conditions that apply to trusts.
a) The eligibility status of the Trustor will determine trust eligibility.

b) All donors to the trust will be deemed to have Trustor status for eligibility
purpose.

c) The Trustee mst warrant and certify that the trust will not be revoked or
substantially amended for the term of the loan without the prior written
consent of SBA.

d) The Trustor must guarantee the loan.

(1) If an Employee Stock Ownership Plan trust agreement prohibits it
from being a guarantor or dmrrower, then it cannot use the EPC
form of borrowing.

(2) Beneficiaries usually do not have any control over the actions of the
trust and, therefore, do not have to meet the guaranty asonpér
resource requirements.

e) The Trustee shall certify in writing to SBA that:
(1) The Trustee has authority to act;

(2) The trust has authority to borrow funds, pledge trust assets, and lease
the property to the OC
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(3) The Trustee &s provided accurate, pertinent language from the trust
agreement confirming the above; and

(4) The Trustee has provided and will continue to provide SBA with a
true and complete list of all trustors and donors.

f)  The trust itself does not have to be small BASize standards.
4. Size Determinations under the ER@e
a) If the EPCand the OGre affiliated the two companies are combined for
determining se.
(1) IfthereisonlyoneOC us e NAGScAOe& 6 s

(2) If there are multiple, unaffiliate@Cs use the NAICS code of the
OC that derives the most revenidote: Each OC must be small
basedn its own NAICS code.

(3) If the multipleOCs are affiliated, then use the rules detaileidn
CFER 121.10%or determining the primary industry of affiliated
businesseslhe NAICS Code of the primary industry of the Glall
be the identifying NAICS Code.

b) If the EPCand the OGire not affiliated, each entity must be small under
the size requirement for its particular industry.

c) The existence of a lease between the BR€Cthe OQloes not, in and of
itself, create an affiliation, even if the EPC and OC arbamowers.

d) An EPC(including a trust) may engage in a business activity other than
leasingthe property to the OC

5. Multiple OCscan be separately owned.
Multiple EPGs in one transaction are not permitted.

7. When sending data to SBA, use the same NAICS Code that was used to
determinesize for the Small Business Applicant.

8. Submission of Financial Statemebisthe EPGand the OC

a) Both the EPGind each O@nust submit Financial Statemenish e OCO s
statements are subject to tax verification.

b) The regular requirement for an Aging of receivables and payables is
waived forEPGs.

G. SpecialReguirements For Loans Where Collatévialy Be Included In The National
Register Of Historic Places

o

If a loanwill in any way affect properties included or eligible to be included in the
National Register of Historic Places, lender must consult with local SBA counsel for
further guidance.

H. Additional Eligibility Requirement$or Patriot Expres PilotLoan Initiative

1. Eligibility for Patriot Expresssl i mi t ed t o busi ms@mwarees t hat
eligibility requirements discussed above and that are 51% or more owned and
controlled by an individual or individuals in one or more of the following
groups:
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a) Veterandother than dishonorably discharged);
b) ServiceDisabledVeterans

c) Active Duty Military service member
Transition Assistance Program (TAP), which is applicable to potential
retirees within 24 months of separation and to discharging Active Duty
members within 12 wnths of discharge;

d) Reservists and National Guard members;

e) Current spouse of any Veteran, any Active Duty service member, or any
Reservist or National Guard member; widowed spouse of a service
member who died while in service; or widowed spouse of a vetena
died of a serviceonnected disability.

Eligibility for Reservists and National Guard members is limited to current
members of the Reserve or Guard (and their current spobsesier Reservists
and National Guard members (andithtspouses) are not eligible, unless they
qualify from active duty as Veterans

2. Lenders must document in their |l oan fil
Expresausing the following DOD/DVA documentation, incling the 51%
ownership by the above, and must present copies of that documentation with
any request to SBA to purchase:

a) Veteran: Copy of Form DR14, which is provided fosther than
dishonorablydischarged veterans.

b) ServiceDisabled Veteran: Copy of ForBD 214 or documentation from
the DVA that the veterahas been determined laaving a service
connected disability.

c) Service Member: DOD photo card (Geneva Convention Identification
Card) and Form DD 2648 (active duty service member) or Form-2648
(reseve component member).

d) Transitioning Active DutyMilitary Member: DDForm 2, "U.S. Armed
Forcesldentification Card (Active)," or DD Form 2, "Armed Forces of the
United States Geneva Conventions Identification GAdtive)" and,DD
Form2648 (Active Duty Mlitary member) oDD Form 26481 (Reserve
Component memb@r

e) Reservists and National Guard: DD Form 2, Armed Forces of the United
States Identification Card (Reserve).

f)  CurrentSpousef Veteran: The veterands Forn
status as a current spouse.

g) Current Spousef Transitioning Active Dutyilitary Member or Current
Reservist/National Guard Member: DD Form 1173, Department of
Defense Guard Reserve Faniviember Identification Card and evidence
of status as the current spouse.

h)  Widow of Active Duty Service Member who died in service or Widowed
Spousenf Veteran who died of a service connected disability:
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Documentation from DOD or from DVAlearly showing this to be the
case.

3. Patriot Expresss a streamlined loan initiative, so complex loans or unusual
situations/issues are generally not eligible and shouptdiessed through
standard 7(a) loan processing.

|. Additional Eligibility Requirement ForBLCs

An SBLC may not make a loan to a Small Business Applicant that has rdceive
assistance from an affiliated SBIG.3(CFR 120.48)

J. Additional Eligibility Requirements for Export Express

a) Eligibility for Export Expresss| i mi t ed t o businesses t
standard eligibility requirements discussed above and that have been in
operationalthough not necessarily in exporting, for at least 12 full
months However, applicants that have been in operation for less than 12
months are eligible if both of the following conditions are met:

(1) The applicantdos key per sxponnnel have
expertise and substantial previous successful business experience,
and

(2) The lender processes the Export Express loan using conventional
commercial loan underwriting procedures and does not rely solely on
credit scoring or credit matrices to approve kban. Norbank
lenders that do not have a conventional loan portfolio must submit
their underwriting procedures to the Office of Credit Risk
Management for written approval prior to making an Export Express
loan.

Evidence of compliance with both of 8eerequirements must be
retained by the lender in its file.

b) Small Business Applicants with operations, facilities or offices overseas,
other than those strictly associated with the marketing and/or distribution
of products/services exported from the Ude not eligible for Export
Expressalthough they may be eligible for other SBA 7(a) financial
assistance

c) Lender must maintain in its loan file information provided by the borrower
as it pertains to the use of proceeds for exgevelopment activities and
its projected i mpact on the borrower
of the borrowerdés export sales for t
of the loan application.

K. Additional Eligibility Requirements for Internation@itade Loans
The Small Business Applicant must establish either of the following in order to be
eligible:
1. Thatthe loan proceeds will expand existing export markets or develop new
export markets. To establish this, the Small Business Applicant must submit
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export business plan, including both a projection and narrative rationale that
contains enough information to reasonably support the likelihood of expanded
export sales. The plan should identify the amount of expected export sales; or

2. That the Small Bsiness Applicant is adversely affected by import competition.
The Small Business Applicant must demonstrate injury attributable to increased
competition with foreign firms in the relevant market. A narrative explanation
and financial statements showitgat imported products or services which are
directly competitive with those produced by the Small Business Applicant have
contributed significantly to a decline in competitive position are required.
Alternatively, the Small Business Appligtacan submit dinding of injury by
the International Trade Comrsisn or the Secretary of Commerce pursuant to
Chapter 3 of Title Il of the Trade Act of 1974 (19 U.S.C. 2341 et seq.), and

3. In addition to either 1 or 2 above, the Small Business Applicant must also be
able to demonstrate that the loan will allow the Small Business Applicant to
improve its competitive position. The loan report must document evidence that
can support the fact that the loan will allow the Small Business Applicant to
improve its competitive gsition.

L. Additional Eligibility Requiremerg For BACP

1. Eligbility f or EWCP will be I imited to busine
eligibility requirements discussed above and that have a history of at least 12
full months of operations prior to filing an application.

2. The SBA Approving Official may waive the 12 montlyugement, based upon
demonstrated export expertise and previous business experience. The
justification and recommendation for waiver must be included in the loan
officer's report.

3. Export management companies (EMC) or export trading companies (ETC) may
use this program only if the EMC or ETC takes title to the goods or services
being exported. HCs orETCs which have any bank ownership are ineligible
for the EWCP loan program.

M. Additional Eligibility Requirements For APLines

1. To be eligible for a Season@APLine, the applicant must qualify under
standard 7(a) requirements and:

a) Have been in operation for at least 12 calendarthsy and
b) Be able to demonstrate a definite pattern of seasonal activity.

2. To be eligible for &ontractCAPLine the applicant must qualify under
standard 7(a) requirements and:

a) Be able to demonstrate an ability to operate profitably based upon the
prior completion of similar contracts;

b) Possess the overall ability to bid, accurately project costs, and perform the
specific type of work required by the contract(s); and

c) Have the financial capacity and technical expertise to complete the
contract on time and atprofit.
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3. To be eligi bCAPLIHfed3 CFR12B39] 1P0d382r1FD 893
120.393, the applicant must qualify under standard 7(a) requirements and:

a) Be construction contractors or homebuilders umMd&ICS codes 236220
236115,236116 or 236118with a demonstrated managerial and technical
ability in profitable construction or renovation;

b) Must either perform the construction/renovation work or manage the job
with at least one supervisory employeetlom job site during the entire
construction phase;

c) Renovations must be Cdngstructiommuastbagmd s i gn
within a reasonable time after loan approval and the cost of renovation
must equal or exceed otii@rd (1/3) of the purchase price thie property.

The cost of renovation of buildings already owned by the applicant must
equal or exceed orthird (1/3) of the fair market value at the time of loan
application; and

d) Have demonstrated a successful performance record in bidding and
completingconstruction/renovation at a profit within the estimated
construction period, are able to demonstrate prior prompt payments to
suppliers and subcontractors, and the prior successful performance must
have been of comparable type and size to the proposgdp(@rior
experience in single family construction is not comparable to-fisgh
apartment construction);

4. To be eligible for aVorking CapitalCAPLIine, the applicant must qualify under
standard 7(a) requiremeraadgenerate accounts receivable (notes

receivable)

V. ELIGIBLE USES OF LOA N PROCEEDS(13 CFR120.120

A. SBA Guaranteed Loan Proceeds May Be Used To:
1. Acquire Land and/or purchase, construct or renovate buildings;

2. Improve a site (e.g. Grading, streets, parking lots, landscaping), including up to
5 percent of the loan amount for community improvements such as curbs and
sidewalks;

Acquire and install fixed assets.
Inventory;
Supplies;
Raw Materials;
Working Capitaj
Energy Conservation loansy
9. Refinancing
B. Loan ProceeddlaybeUsed o Fi nance a Lenderds Other R

(OREOQ):

Whereloan proceedwiill be usedo financethe purchase akal estate owned by the
7(a) lendemaking the loanthe application must:

© NOoO AW
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1. Be submitted to the LGPC (delegated authority mayoraised to process these
applications);

2. Include an independent real estate appraisal that meets the requirements found
in Chapter 4 of this Subpart (the appraisal requirement cannot be delayed until
loan closing) and that provides the liquidation valuetioé real estate

3. Include an explanation of the circumst :
of the real estate. If the acquisition of the property was triggered by a business
failure at that particular location, the lender must submit a detaifddretion
of why the new small business borrower will succeed at that same lqQeatibn

4. Il dentify the | end elmoddertoget the fulliSBA t he r eal
guaranty, the sales price may not exceed the mortgage balance plus care and
preservationgenses or the liquidation value, whichever is ld6the sales
price is greatethan the mortgage balance plus care and preservation expenses
or the liquidation value (whichever is lest)en the SBA guaranty is reduced

accordindy.

For example:

OREO Sales Price $1.2 million

Lenderds costs or | iqui ¢hQmillmom val ue ( wl
Guaranty amount: 75% of $1.0 million $750,000

Effective SBA guaranty: $750,000/$1,200,000 62.5%

C. LoanProceeds for FarantergisesMay beUsed for:

1. The purchase of land, buildings, and land improvements (fencing, irrigation
systems, construction of dikes, silos, barns, hog and dairy facilities, etc.)

2. Construction, renovation, or improvement (including water systems) of farm
buildings other than residences;

3. The purchase of farm machinery and equipment;
4. The purchase of seed and the acquisition of animals;

5. Operating expenses directly related to the farming operation, excluding personal
or family living expenses; and

6. The refinancingf debt related to the farming operation, excluding personal or
family debt, provided the refinancing meets Agency policy regarding
refinancing (see paragraph D below).

D. Business Loan Proceeds Restrictions

Loan proceeds mayot be used for any of the following purposes (including the
replacement of funds used or borrowed for any such purgd8eCFR 120.130

1. Payments, distributions or loans to/Associateof the applicant except for
compensation foresvices actually rendered at a fair and reasonable rate;

2. Refinancingdebt owed to an SBIC,;
3.  Floorplan financing;
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4. Investments in real or personal property acquired and held primarily for sale,
lease or investment.

5. Payment of Delinquentaxes 13 CFR 19.160(d)

a) Loan proceeds must not be used to pay delinquent IRS withholding
(payroll) taxes, sales taxes or other funds payable for the benefit of others.

b) Payment of delinquent income taxes maybsnittedif the applicant has
an approved payment arrangereith the IRS

6. Tofinancethe relocation of the applicant business out of a community, if there
will be a net reduction of orhird of its jobs or a substantial increase in
unemploymenin any area of the countryAn exception may be allowed if the
lender can justify the relocation because:

a) The relocation is for key economic reasons and crucial to the continued
existence, economic wellbeing, and/or competitiveness of the applicant;
and

b) The economic development benefits to the applicant and the regeivin
community outweigh the negative impact on the community from which
the applicant is moving.

E. Policies Regarding Debt Refinancing

1. SBA guaranteed loan proceeds may not be used to refinance debt originally
used to finance a loan purgothat would have been ineligible for SBA
financing at the time it was originally made.

2. SBA guaranteed loan proceeds may not be used to refinance debt in the personal
name of the owners, with the limited exception noted below for credit card debt
in the pesonal name used for business purposes.

3. SBA guaranteed loans may be used to refinance the following typesioess
debt(see paragraph belowfor additional requiremeni§refinancing same
institution debt)

a) Debt (short ordng rm) structured with a demand note or balloon
payment;

b) Debt with an interest rathat exceeds the SBA maximum interest rate for
the processing method being used

c) Credit cardobligations used for businesslated purposes

d) Debt thatis overcollateralizebasel onSBAO eollateral requirements

e) Revolvinglines of credit(short term or long termyhere the original
lender is unwilling to renew tHae or the applicant is restructuring its
financing in order to obtain a lower interest rate or longer;term

f)  Debt with a maturity that was not appropriate for the purpose of the
financing(e.g. a 3 year term loan to finance a piece of equipment with a
useful life of 15 years)

g) Debt used to finance a change of ownersiiipbusinessnaybe
refinanced if

(1) Thelenderobtamac ur r ent business valuatior
requirements in Chapter 4 of this Subpart;

132 Effective Date: October 1, 2011


http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?type=simple;c=ecfr;cc=ecfr;sid=0de8677f56b6f1b063fd8273c499ca05;idno=13;region=DIV1;q1=120.160;rgn=div8;view=text;node=13%3A1.0.1.1.16.1.192.15

SOP 50 10 5(D) Subpart B

(2) Theamount ef |l ected on the applicantos
financial statements fontangible assets exceeds0$,000and the
applicantdoes not have at least 25% equite application may not
be processed using delegated authority and must be sent to the
LGPC,

(3) The lender may consider refinancing any seller-tadek financing
with an SBAguaranteed loan if it has been in @dor at least 24
months following the change of ownership and is, and has been,
current for the past 24 months. The refinancing request must meet
the requirements set forth in paragraglad5 below; and

h)  Debt that is not identified above but the Lender believes no longer meets
the needs of the Small Business Applicaldpplicationsunder this
subparagraph may onbe processethrough Standard 7(a) procedures.

4.  With the exception of debt undds), c) @ e) above, Wwenrefinancingdebt the
new installment amount must be at leE¥percent less than the existing
installment amount(s)f other debt is being refinanced at the same time, such
debt may be included in the cashflow improvement calculalfiache note
terms include an escalating payment structure, the new installment amount must
be at least 10 percent less than the expected installment amount within the next
12 months.

5. Whenrefinancing debthte | ender 6 s | osawntteh andlys must i
that addresses the following iss@&l any supporting documentation

a) Why was the debt incurred?

b) Has overobligated or imprudent borrowing necessitated a major
restructuring of the debt?

c) Isthe debteing refinancedurrentlyon reasonable terms?

d) Will the new loan improve the financial condition of the Small Business
Applicant?

e) Does the refinancing include payments to creditors in a position to sustain
a loss for example, the applicant has inadequate collateral positjon
low or deficit net worthor the loan is in defat

f)  Would the lender/SBA be likely to sustain part or all of the same loss by
refinancing the debt or will additional collateral or altered terms protect
the interest of the taxpayer?

g) What portion of thedtal loan does the refinancing constitute?

h) If credit card debwill be refinancedthe borrower must certify that the
credit card debt being refinanced was incurred exclusively for business
purposes.

(1) If the credit card is issued to the small business|ghder may
refinance the credit card debt after confirming that the credit card is
in the name of the business and the borrowecedsied that the
credit card debt being refinanced was incurred exclusively for
business related purposéshe busings credit card was also used
for personal reasons, the small business must identify which
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purchases were for personal reasons and that amount must be
deducted from the credit card balance before applying for thé SBA
guaranteed loanLoan proceeds must nbé used to refinance any
personal expenses.

(2) If the credit card is issued to an individual personally, the lender
must confirm which of the credit card obligations were used for
businesgelated purposes. Lenders must document the specific
business purpesof the credit card debt and the borrower must
certify that the loan proceeds are being used only for business
related debt. Documentation required for refinancing credit card
debt includes a copy of the credit card statementsnaiivdual
receipts forany business expenses in excess of $lt0fll cases, the
borrower must certify that thremount that will be refinanced was
usedexclusivelyfor business expenses.

RefinancingSame Institution Debt

a) When a lender seeks to use SBA guaranteed loan proceeds to refinance its
own debt, it must include a transcrgttowing the due dates and when
payments were received as part of its analysis and recommendation
addition, the lender muskplain any late payments and late charges that
have occurred during the last 36 months. An SBA guaranteed loan may
not be used to refinance same institution debt where there is an appearance
that the lender will shift to SBA all or part of a potentiaklé®m that
same debt. 13 CFR 120.201

b) Applications that include the refinancing of same institution debt may not
be processed using PlpPocedures unlegd3 CFR 120.452(a)(2)

(1) The debt is an interim loanahhas been made for other than real
estate construction purposes and was approved by the lender within
90 days prior to the issuance of a Hb&n number; or

(2) The debt is a construction loan that has not been disbursed.
Refinancingan SBAGuaranteed Loan

Refinancingan existing SBA debt is permissible provided the conditions of
paragraph8, 4, and5 above are satisfied and the procedures of this paragraph
are followed.

a) Procedure to refinance an SBfamanteed loan:

(1) Contact the lender holding the existing SBAaranteed loan and
verify that the lender has declined to approve an increase in loan
amount or a second loan and the lender is either unwilling or unable
to modify the current payment schedule.

(2) Document the conversation in the case file, recording the date, time
and person with whom you spoke, along with a short summary of the
conversation.

b) Procedure to refinance a same institution Sgraranteed loan:
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(1) A lender may refinance one of its oBBA-guaranteed loans only if
it is unable to modify the terms of the existing loan because a
secondary market investor will not agree to modified terms.

(2) These applications may not be processed, @idy must be
processed in theGPC.

8. Refinanéng under SBA Express

a) A lender may refinance an existing A8BA guaranteed loan or borrower
debt from another lender if:

(1) The existing loan no longer meets the needs of the applicant (for
example if the current loan is a term loan arm@volver is needed);
and

(2) The new | oan 19% iadrease in bash fl8&B A0 s
requirement, as applicable (see Paragragbove).

b) Under SBA Express, a lender may refinance its own$BA guaranteed
debt to the applicant if:

(1) Items a)l) and a)(2) above are met;

(2) The debt has been current (no payment beyond 29 days past due) for
at least the last 36 months; and

B The I enderbés exposure to the appli

c) Lenders must avoid any circumstances that could create a passifilet
of interestAlso, in refinancing debt, particularly credit card debt, lenders
must take reasonable steps to ensure applicants are aware and certify
(SBA Form 1919, Borrower ds I nformat.i
certification) that refinancing comiges only business related debt.

d) Existing SBAguaranteed loans may not be refinanced under SBA
Express. The only exception is if the transaction is the purchase of an
existing business that has an existing SBA loan that is not with the
requesting SBA Exess lender.

9. Refinancingunder Patriot Express

a) A lender may refinance debt under Patriot Express if it follows the
guidelines set forth in paragraptabove for SBA Express.

b) In addition, he lender may not make a Patriot Expileas which reduces
its existing credit exposure for any borrower, except in cases where an
interim loan(s) has been made for other than real estate construction
purposes to the borrower which was approved by the lender within 90
days ofreceipt of the issuance of a subsequent SBA loan number.

10. Refinancingunder CAPlines

a) No proceeds from §easonalContracto r B u iCAPdimemmaéaybe used
to refinanceanyexistingdebt
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Proceeds from Working CapitalCAPLine may refinancexistingshort
term notes as long #ise conditions of paragraphs 3, 4 and 5 above are
met and

(1) The shorterm note is not an opeanded line of credit

(2) The refinanced portion does not include any term debt or pennane
working capital;

(3) The refinancingloes not put SBA in a position to sustain a loss
which the existing lender is presently facing

(4) Theborrower has a sufficient borrowing base to support refinancing
of theexistingline of credit plusanyadditionalandbr existing short
term debt

(5) The refinancing is specifically identified in the Use of Proceeds
section of the Authorization; and

(6) If the application includes the replacement of same institution-short
term debt:

(@) The application must be submitted to the L&GBQOprocessing;
such applications may not be processed under delegated
authority; and

(b) If the applicant defaults on the SBfuaranteed CAHne
within 90 days of initial disbursemerthere will be a
presumption that the loan proceeds were used to pagi#ocre
in a position to sustain a loss causing a shift of all or part of the
loss toSBA in violation of 13 CFR 120.201 and SBaay
deny liability on its guaranty of the line.

Additional documentation required:

(1) A copy of the note(sand an explanation of the terms and conditions
of any debt(speing refinanced;

(2) A copy of the transcript of accoyrand

(3) A BorrowingBase Certificate with Aging of Receivables and List of
Inventory, as necessary.

If the debt to be refinanced was neiry repaid in accordance with the
terms of the note, the debt should be refinanced on a term, rather than
revolving basis.

Refinancing under International Trade Loan Program

International Trade loan proceeds may be used for the refinancing of any debt
tha is not structured with reasonable terms and conditions, including any debt
that qualifies for refinancing under Standard 7(a).

Refinancing as part oféhange of ownership

a)

If the change of ownership is a complete change of ownership and any
existing debof the business being acquired will be refinanced as part of
the transaction, the refinancing of such debtonsideregbart ofthe
purchase ofhebusinessand doesiothave to meet the requirements set
forth in this section
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b) If the change of ownerghis between existing owners of a business and
existing business debt will be refinanced as part of the transaction, the
refinancing must meet the requirements set forthisisection

c) If the existing debt is SBA guaranteed and with the same |etheer,
application cannot be processed using PRBA ExpressExport Express
or Patriot Expresprocessing procedureBhese applications must be
processed in theGPC. In a complete change of ownership situatibe, t
option to assume the exigirBBA debt should be offered to the buyer.

13. Other conditions that apply to debt refinancing
a) A 7(a)loan may not be used to refinance a debt owed to an SBIC.

b) The third party financing for an existing 504 project cannot be refinanced
with a 7(a) loan(13 CFR 120.920(h)

c) After an SBA Authorization has beessueda lender or an affiliate of the
lendermay make interim advancésiso known agridge loanyand SBA
loan proceeds may be used to reimburse the interim advasdesg as
the interim advances reasonably comply with the terms of the SBA
Authorizaion. Such advances are madbhe at t he
lender does not have to notify SBA of such advances or loans.

d) The payment of trade payables is not considered to be debt repayment.
e) The Authorizatiormust include:

(1) Anitemization of all debts being repaid by loan proceeds when the
individual creditor is to be paid $10,000 or more; and/or

(2) The loan number and dollar amount of any existing SBA debt
refinancing.

F. LeasingPartof a Building Acquiredwith Loan Roceeds13CFR120.13)
1. Amount of rentablgroperty that can be leased:

a) For an existing building, a small business must occupy 51% of the
rentable property and may lease up to 49%; and

b) For new construction, a small business must occupy 60% of the rentable
property, may permanently lease up to 20% gemporarily lease an
additional 20% with the intention of using some of the additional 20%
within three years and all of it within 10 years.

c) An EPCmust lease 100% of the rentable property to anT€ OC must
follow itemsa) andb) above.

d) Circumstances may justify allowing the SBC a period of time after closing
of the SBA loan to comply with the above occupancy requiremiats.
example, a prexisting lease may have a few morenths to runin no
case may the small business have more than 1 year to meet occupancy
requirements

e) The restrictions in a) and b) above apply regardless of whether the rentable
property is leased to a commercial or residential tenant

f)  The applicant mayot use loan proceeds to improve or renovate any of the
Rentable Property that is leased to a third party.
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2. AMRentable Propertyo is the total squar e
for business operation$3 CFR 120.1pexcluding vertical penetrations
(stairways, elevators, and mechanical areas that are designed to transfer people
or services vertically between floors), and including common areas (lobbies,
passageways, vestibules, and bathrooReihtable property excludes all
outside areas.

3. Only the D/FA or degnee can classify outside areas as usable square footage
or common area.

4. If the projected rental income is included in the repayment analysis, it must be
independently substantiated.

G. Residential Spacas Part of the Business

If the nature of the busingsequires a resident owner or manager, loan proceeds may
be used for the purchase of an existing building(s) or construction of a new
building(s) that includes residential space, however, such residential space may not
exceed 49% of the total propertyhe residential space must be an essential part of
the business. For example, a heoseeding facility traditionally requires that

someone be on premises 24/7 to care for the horses. In this case, the residential
property would be considered to be a pdithe business rather than leased property.

H. Changeof Ownership(13 CFR120.203

1. A Small Business Applicant may use Igamoceeds for a change of ownership
in the following circumstances:

a) The Small Business Applicant is purchasing 100% of the ownership
interest in a business (either an asset purcliasesfer of a partnership
interestor aredemption oktock); or

b) The SmadlBusiness Applicant is acquiring 100% of the ownership interest
of one or more exiting owneraVhen a change of ownership is between
existing owners, this must be accomplished through redemption of stock
by the corporation or through the purchase ofrapan er 6 s i nt er est
partnership. A partner, shareholder, or an unrelated third party may not
use SBAguaranteed loan proceeds to purchasexséstingo wn er 6 s
interest in the business.

2. The seller is not remaining as an officer, director, stockholdeeyemployee
of the businesg13 CFR 120.13)If a short transitional period is needed, the
small business may contract with the seller as a consultant for a period not to
exceed 12 months including any extensions.)

3. The business must be the borrower.

4. For a complete change of ownership, the lendestmmeet the requirements for
IRS verification identified in Chapter 5, ParagrdplC of this Subpart.

5. If there is business real estate as part of the change of ownership, the real estate
cannot be financed separately by a4$BA guaranteed loan unlesetSBA
loan receives a shared lien position (pari passu) on the real estate with-the non
SBA guaranteed loaffhis provision does not apply if the business real estate is
being financed as part of a 504 project.
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6. The following changes of ownership are sbgible:

A non-owner who is purchasing a portion of the ownership of the business
from a selling owner; or

An existing owner who is purchasing the ownership of another existing
owner that will not result in 188 ownership by the purchaser.

7. SBAconsidersahange of ownership to be a
result in new, unproven ownership/management and increased debt unrelated to
business operations.

The |l ender s | oan documentati on

a)

b)

a)

b)

(1)

(@)
3)

(4)

A business valuation (not to include any real e3tay the lender or
an independent third party hired by the lender with proven
experience in business valuatio(See Chapter 4 of this Subpart for

ineyv

mu s t

SBAG6s business valuation requireme

A site visit of the assets being acquiréte lender must document
in its loan file the date of the site visit as well as comments.

A real estate appraisal for commer
requirement( See Chapter 4 of this Subpar

requirements.)

An analysis as to how the change of owhgrsvill benefit the
business (not the seller or the buy#rhe analysis cannot support
that the change of ownership will be in the best interests of the
business and its continued, successful operations, then the loan
request must not be submittedIBA for its guaranty.

Intangible AssetsAn SBA-guaranteed loan may be used to finance a
change of ownership that includes intangible assets.

(1)

(2)
(3)

If the purchase price of the business includémgible assets
(including, but not limited togoodwill, clienfcustometists, patents,
copyrights, trademarkandagreements not to compgie excess of
$500,000,the borrowerandor sellermust providean equity
injection ofat leas®25% of the purchase price of the businéssthe
application taoe processed under delegated autho(iBeller equity
is defined as seller tak®ack financing that is on full standby
(principal and interest) for a minimum of 2 year$he borrower
and seller will agree how much equity each will provieker.
example the borrower and seller may each pro\hd# of theequity
or the borrower may provides% and the seller may provide 10%.

If the purchase price of the business includes intangible assets of
$500,000 or less, b)(1) immediately above does not apply.

If the purchase price of the business inclumkgngible assetis
exces of$500,000and the equity contribution from thefower
and the seller combined is less than 25%e purchase pricef the
businessthe application may not be processed udelggated
authority and must be sent to the LGPC.
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(4 The Apurchase price of the busines
acquired such as real estate, machinery and equipment, and
intangible assets. Real estate may not be removed from the
transaction and finaed separately to avoid the 25% equity injection
requirement for PLP processing.

(5) Thevalueof theintangible assstis determined by eithéne book
value as reflected on the business
appraisafor the particular assedy thevalue of the business as
identified in the business valuation minus the sum of the working
capital assets and the fixed assets being purchased

(6) If any of the loan proceeds will be used to finaimtangible assets
the amount must be specifically iddid in the Use of Proceeds
section of thepplication and th&uthorization

(7) The lender must obtain a current business valuation in accordance
with the requirements set forth in Chapter 4 of this Subpart

|. Eligible Use of Proceeds for SBA Expressd Patiot Express

SBA Expressand Patriot Expredsan proceeds must be used exclusively for
businesgelated purposes.

J. Eligible Use of Proceeds fé&xport Express

1. Export Expres$oans must be usddr an exyort development activity, which
includes the following

a) Obtaining astandby letter of crediwhen required aslaid bond,
performance bondr advance payment guarantee

b) Participation inatrade showshat takes place outside the United States;

c) Translaton of productorochures or cataloguésr use inmarketsoutside
the United States;

d) Obtaining a general line of credit for export purposes;
e) Performing a service contract for buyers located outside the United States;

f)  Obtainingtransactiorspecific financingassociated with completing
exportorders;

g) Purchasing real estate or equipment to be used in the production of goods
or services for export;

h)  Acquiring, construdhg, renovaing, moderniing, improuvng or expanthg
aproducton facility or equipment to be used in thaitéd Statesin the
production of goods or servicés export and

i)  Providngterm loans and other financing to enadtmall business
concerns, includingnexport trading companandanexport management
company, to developa marketoutside the United States

2. Loan proceeds may not be used to:
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a) Finance overseas operations, except for the marketing and/or distribution
of products/services exported from the US; or

b) Refinance existing SBAjuaranteed loans.

3.  When arExport Expres$oan finances specific export transactions, the lender
must determine if US companies are authorized to conduct business with the
proposed countrj.enders must check BExm Bank6és Country Lim
Scheduls, which can be foundonHxm Banko6s website at
http://www.exim.gov/tools/country/country limits.cfar is available from
SBAG6s Of fice of Aloantmaynotdd nnadertcaalbusinassathiae .
exports to a foreign country which is listed as a prohibited country (Note # 7) on
the Country Limitation Schedules.

K. Eligible Use of Proceeds for EWCP
1. EWCP loan proceeds may be used to:
a) Acquire inventory for exp or to be used to manufacture goods for
export;
b) Pay the manufacturing costs of goods for export;
c) Purchase goods or services for export;
d) Support Standby Letters of Credi#ated to export transactions;
e) For working capithdirectly related to export orders;
f)  For foreign accounts receivable and inventory financing; and

g) SupportanindirectexpoitLhe term fAindirect export
where, although the Borrowero6s direc
States, iat customer will be exporting the items/services it purchased
from the Borrower to a foreign Buydn such cases, the Borrower must
provide certification of the indirect export from the actual exporter
(typically in the form of a letter, invoice, order contract) to the Lender.

The country to which the items/services will be shipped must be one with
which SBA is not legally prohibited from doing business, pursuant to the
Ex-Im Bank Country Limitation ScheduleA loanmay not be made to a
business that exports to a foreign country which is listed as a prohibited
country (Note # 7) on the Country Limitation Schedules.

2. Lender fees and charges are an eligible use of proceeds as well as any
packaging fee paid.
3. EWCP loan poceeds may not be used 183(CFR 120.34p

a) Support he Borrower 6s domestic sales, ex
sale:
b) Acquire fixed assets or capital good

c) Acquire, equip, or rent commercial space overseas; or

d) Finance professional export marketing advice or sesyiforeign business
travel, participation in trade shows or support staff in overseas offices,
except to the extent it relates directly to the transaction being financed.

L. Eligible Uses of Proceeds for International Trade Loans
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1. Acquire, construct, renovatmodernize, improve or expand facilities and
equipment to be used in the United States to produce goods or services involved
in international trade and to develop and penetrate foreign markets;

2. Working Capital; and

3. Refinancing any debt that is not struet with reasonable terms and
conditions, including any debt that qualifies for refinancing under Standard 7(a).

M. Eligible Uses of Proceeds f@APLines
1. SeasonaCAPLines

Borrowers must use the loan proceeds solely to finance the seasonal increases of
accounts receivable and inventory (or in some cases associated increased labor
costs).Funds must not be used to maintain activity during the slow periods of
the businessbdés cycl e.

2. ContractCAPLines

The contractor must use loan proceedly tofinancethe costsof one or more
specific contractsincluding overhead or general and administrative expenses,
allocable tahe specific contract(s). Contract CAPLine proceeds may not be
used for permanent working capital, to acquire fixed assets, to pay delinquent
taxesor similar funds held in trust (directly or indirectly), to refinance existing
debt, to finance a contract in which significant performance has already begun,
for change of ownership or floorplan financing. In addition, Contract CAPLines
proceeds may notebused to cover ampark-up orprofit. Further, advances of
loan proceeds financing performance of one contract ecentract under a
master agreement may not be used to finance the performance of another
contract or suzontract. Likewise, progressyaents or proceeds received in
the performance of a contract or stdntractfinanced with this line must nbie
applied in repayment of a different contract or-sobtract. Funding and
payment applications must be accounted for in conjunction with the specific
contract or sudzontract to which they relate.

3. Bui | GAPLIGes

a) Borrowers must use the loan proceedly for direct expenses related to
the const r substanti@n r@amoiha@ant i on costs of
project (residential or commercial buildings for resale), including labor,
supplies, materials, equipment rental, direct fees (buildingitsrimterim
disbursement inspection fees, etc.), utility connections (above or below
ground), construction ofubssetight i ¢ t ank
means rehabilitation expenses of more thanthird of the purchase price
or fair market value &he time of application.)

b) Proceeds paid to a subcontractor can
The cost of land is eligible if the land cost does not exceed 20 percent of
the project costUp to 3% of the project cost can be allocated for
improvementshat benefit all properties in a subdivision, such as streets,
curbs, sidewalks, or open spaces.
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c) The borrower must not use loan proceeds to purchase vacant land for
possible future construction or to operate or hold rental property for future
rehabilitaton.

4. Working CapitalCAPLines

Borrowers must use the loan proceeds for short term working capital/ operating
needs. Proceeds must not be used to pay delinquent withholding taxes or similar
trust funds (state sales taxes, etc.fpofloorplanning.In theevent that

Working Capital CAPLine proceeds are used to acquire fixed assets, lender
must refinance the portion of the line used to acquire the fixed asset into an
appropriate term facilityjo later than 90 dayafterlender discovesthat the line

was usd to finance a fixed asset.
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CHAPTER 3: LOAN TERMS AND CONDI TIONS

MAXIMUM LOAN AMOUNTS

The maxi mum | oan amount al |l owempmoducttbuter SBAGO
generally cannot exceed illion. Loans greater than this amount cannot be approved

under the 7(a) prograrRlease see the Quick Reference Chart below for more

information.

SBA QUICK REFERENCECHART No. 1

Loan Program/Product Maximum Loan Amount
Standard 7(a) Loans $5,000,000
CLP Loans $5,000,000
PLPLoans $5,000,000
S/RLA $350,000
SLA (PLP lenders only) $250,000
SBA Express Loans $350,000(gross) (including any outstanding SBA Express, Commu
Express, Patriot Express and Export Express)
Export Express $500,000(gross)
Patriot Exprestoans $500,000(gross) (including any outstanding SEXpress, Community
Express, Patriot Express and Export Express)
CAPLinesor Lines of Credit $5,000,000
Export Working CapitaLoans (EWCP) $5,000,000
International Trade Loar($T) $5,000,000
Community Adjustment & Investment $5,000,000
Program(CAIP)
Energy Loans (as described in $5,000,000
§7(a)(12) of the Small Business
Act)
ESOP Loans $5,000,000

144

A. Maximum Loan Amount 90 Day Rule

If two SBA guaranteed loans are approved within 90 days of each other, the
maximum gross loan amount of all the loans made in that time frame to any one
business (including affiliates) cannot exce&D$0,000Please note that the
maximum SBA guaranty amount outstanding of all loans to any one business
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(including affiliates) regardless of when the loans were approved cannot exceed
$3,750,000 except IT loans and EWCP loasge Chart No. 2 below.

B. Loansto Busineses with Affiliates

Lenders must determine whether affiliation exists and document the results in their

credit analysis. (See Chapter 2 of this Subpart for a discussion of affilidtion.)
affiliation exists, SBAOSs gltouasifitmerexa mu ms a
single business.

C. Establishing th&€ APLine Loan Amount

1. SeasonaCAPLine: The loan amount is based on the cash flow projectitims.
amount should correlate to the costs of the seasonal pwfdaventory and/or
receivables.

2. ContractCAPLine:

a) A single ContracCAPLine may be utilized to fund a single or multiple
contractsOnce the overall line amount has been approved by SBA, the
lender may advamcagainst additional contracts without SBA approval,
providedthatthe borrower and lender are in compliance with all terms of
the AuthorizationThe contracting parties, as a result of a properly
executed change order, may agreantvaase the contract price
subsequent to the approval of the Contract CAPLine. In such event, if the
overall line amount needs to be increased, the lender must comply with
paragraph D below to obtain SBAOGs ap
The contrating parties, as a result of a properly executed change order,
also may agree to decrease the contract price subsequent to the approval of
the Contract CAPLine and/or after a progress advance was made. In such
event, the lender must assure the borrowemiare that the next future
advance or future advances, if necessary, will be at the decreased amount.

b) For single contract financinghe loan amount is equal to the sum of the
costs of the contract (excluding profit), as evidenced by the project cost
schedule.

c) For multiplecontract financingthe master note amount is equal to the
sum of the costs of all contracts (excluding profit) to be financed under the
CAPLine, as evidenced by the project cost schedules. For future projects
not yet identified, athe time the contract is obtained all costs by line item
should be identified. The amount of the sudie for each specific contract
should equal the total costs of that contract.

3. Bui |l APLIes

a) Asingle line may be utilized to fund multiple projegdnce the overall
line amount has been approved by SBA, the lender may advance against
additional projects without SBA approval, providing the borrower and
lender are in compliance with all terms of the loan Authorization

b) SBA may albw the finished property to be rented pending sale only in
cases where the rental will enhance the ability to sell the property.
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c) The final sale of the property must be an arms length transaction with
legal transfer to an unaffiliated third party.

d) For a norrevolving loan, the loan amount is based on the written proposal
of costs (not anticipated selling price) provided by the applicant for a
single project.

e) For arevolving loan, the master note amount is based on the cash flow
projection provided by the ajppant for ALL work to be performed by the
SBC (not just a specific project). The amount of asate (for each
specific project) is based on the written proposal of costs (not anticipated
selling price) provided by the applicant for that particular mtoje

Working CapitalCAPLine:

To determine the maximum line amount, teeder must follow its established
policies and procedures utilized on its similarly sized -88#4\ guaranteed
commercial lines ofredit or the lender may use the following formula:

a) Net Sales for Prior Year
b) Divide Prior YearNet Sales by 365

c) Multiply Daily Sales figure by number of days to finarfednatever
number is the business sales cycle)

d) The result will be the estimated wankj capital needs

D. Loan Increases

1.

Increases to 7(a) loans, regardless of the disbursement status, are subject to
statutory, administrative, and program maximwand must be approved by
SBA. Upfront and ongoing fees for increases in subsequent yeaattaee

rates in effect at the time the loan was originally approved.

Standard 7(a), CLAPLP, SBA ExpressExport ExpresandPatriot Express

term loans:If the request for aincrease is more than 208bthe original loan
amount or isnore thad8 months after theriginal approval date of the loan,

the lender musgncludewith its requesits analysis showing that the purpose of
the increase is the same as the original purpose of the loan and that the
borrower 6s cash flow can support the

Forrevolving lines of credit made und8BA ExpressExport Expresand
Patriot Expressincreases

a) May be requesteat any time during the life of the loan, butish be
within 7 years of the date of loan approaall be in compliance with
Chapter 3, Paragraph I11.D. of this Subpart (maximum maturities on SBA
Express Export ExpresandPatriot Exprestoans)

b) May not exceedhie dollar limit for the program at thiene the loan was
originally approvedthisincludes any other outstanding loans urfsiBA
Express Export ExpresandPatriot Express and

c) Mustinclude an analysis of appropriate credit and risk factors consistent
with the procedures the lender usesitosimilarly sized nor6EBA
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guaranteed commercial loaffishe increasas above 3% of the original
loan amount

4. PLP, SBA ExpressExport ExpresandPatriot Expresncreasest.enders must
follow their established and proven internal creeitiew and analysis
procedures used for their n@BA guaranteed commercial loans to determine
whether the increase is appropript®r to submitting the request for an
increase to SBA

5. See Chapter 7, Paragrapbf this Subpartfor the procedures anbe
appropriate fornfor all lenderdo use when requesting an increase in the loan

amount.
. MAXIMUM GUARANTY AMO UNTS
The maxi mum doll ar amount outstanding

(including affilistes) shall not exceedB#50,000, except when the loan is approved
under a program which specifically permits higher amouriease refer to the SBA

Quick Reference Chartbelow.he SBAGsS guaranty is al so
Aguaranteed portiono.

SBA QUICK REFERENCECHART No. 2

Loan Program/Product Maximum Guaranty Amount Percentage

Standard 7(a) LoadsSee Note 1 $3,750,000 85% for loans of $150,000 or less. 75%
for loans over $150,000

CLP Loans $3,750,000 85% for loans of $150,000 or less. 75%
for loans over $150,000

PLP Loans $3,750,000 85% for loans of $150,000 or less. 75%
for loans over $150,000

SBA Express Loans $3,750,000-See Note 2 50%

Export Express $3,750,000-See Note 2 90% for loans of $50,000 or less. 75%
for loans over $50,000up to
$500,000.

Patriot Exprestoans $3,750,000-See Note 2 85% for loans of $150,000 or less. 75%

for loans over $1500D

CAPLines $3,750,000 85% for loans of $150,000 or less. 75%
for loans over $150,000

EWCP Loans $4,500,000 90%
International Trade Loans $4,500,000-See Note 3 90%
CAIP Loans $3,750,000 85% for loans of $150,000 or less. 75%

for loans over $150,000

Energy Loans $3,750,000 85% for loans of $150,000 or less. 75%
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Loan Program/Product Maximum Guaranty Amount Percentage
for loans over $150,000

ESOP Loans $3,750,000 85% for loans of $150,000 or le§&%
for loans over $150,000

Note 1:The amount of any loan received by an Eligible Passive Congaplies to the
loan limit of both the Eligible Passive Company and the Operating Company.

Note 2: Multiple loans &wed up to program maximum listed in Quick Reference Chart
1. The guaranteed amount of these loans counts towar@{fie ifillion maximum
guaranty that may be outstanding at any one time.

Note 3:Exception for IT LoansThe amount guaranteed for working capital for the IT
loan combined with any other outstanding 7(a) loan for working capital cannot exceed
$4,000,000(Small Business Act, Section 7(a)(3)(B))

Note: 4: Export Express Loans: If two Export Express loana@sved within 90

days of each other, and the combined gross loan amount of all the Export Express loans
approved in that time frame to any one borrower (including affiliates) exceeds $350,000,
then the maximum guaranty percentage of each of these 0@h%oi (subject to the
$375,000 limit).

A. Multiple Loansfrom Different Programs with Different Maximums

When an applicant applies for any combination of 7(a) and 504 loans, the order in
which the loans arapproveddetermines thenaximum loan and guaranty amount
available Because the 7(a) loan has a lower maximum guaranteed amount, the 7(a)
loan should be approved firdPlease ensure that the SBA cesf@pcessing the
applicatiors know there is a companion application so that7(a)loancan be
approvedirst.

B. Maximum Guarantyercentage for Multiple 7(a) Loafk3 CFR 120.210

The maximum guaranty percentage for 7(a) loans of $150,000 or less is 85, unless the
percentage is being computed on a subsequent 7(a) loan to the same borrower (or its
affiliates) andhe subsequent loan application is submitted within 90 days (see
Paragraph.A of this Chapter) of the receipt or approval date of the first liathis

case the gross dollar amounts of the loans are combinibd.combined gross

amount exceeds $150@hen the percentage of guaranty on the combined loans

shall not be more than #&(subject to the 750,000 limit).

For example, if a business receives an 85% guaranty on a loan of $140,000, and
submits a second application for $50,000 within 90 dayslofe f i r st | oanos
the percentage of guaranty on the second loan must be reduced accordingly so that the
combined guaranty is no more than 75%.

(Please refer to the section on EWCP loans for an exception to the rules.)
C. Maximum GuarantyPercentage for Multiple 7a and 504 Loans
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The 90day rule is only for those situations where a borrower is approved for multiple
7(a) loans within a 9day periodlt does NOT apply if the borrower is receiving a
7(a) loan and a 504 loan.

D. Zero Perent Guarantfannot be Provided For Ineligible Purposes

The percentage of guaranty which SBA provides its participants is the same for every
part or purpose of that loaA.7(a) loan cannot include proceeds for an ineligible
purpose or have any portion of the loan made to an ineligible bushregsligible
purpose cannot be included as part of any SBA guaranteed loan and no part of an
SBA loan may be guaranteed at zero percent.

E. Changing a Guaranfyercentage After Loan Approval

1. Onloans that have been approved butfuidt disbursed, a lender may submit a
request to change the guaranty percentage oG,

2. Any changes must comply with SBA policy and program constraints.

3. Submit a written requéso the LGPC that includes the name of the lender,
name of the lending officer, phone number, fax number, name of the borrower,
SBA Loan Number and the following information:

a) How itis now;
b) How it should be; and
c) Whyi justification for the change and asypporting documentation.
4. Postapproval modifications should be sent bgneil to 7aLoanMod@sba.gov
or by fax to 916735-1975.

5. Onfully disbursed loans, lenders msybmit a request to change thearanty
percentagéo the appropriate CLSC in accordance with SOP 50 50

II. LOAN MATURITIES (13 CFR 120.21%

The loan term must be appropriate foe borrower's ability to repay and the use of
proceedsWorking capital loangand the financing of intangible assets (including

goodwill) mustnot exceed 10 yearEquipment loans should not exceed 10 years (or the
useful life of the equipment) and reatas loans must not exceed 25 years unless a

portion of the loan is used for construction or renovatiaihe use of proceeds of a real
estate loan includes construction or renovation, the construction or renovation period may
be added to the 25 year nr@am maturity.

SBA QUICK REFERENCECHART No. 3

Program/Use of Proceeds Maximum Maturity Additional Considerations
See Note 1 below
7(a)-Inventory or Working Up to 10 years Terms for a working capital or inventory
Capital loanshould be appropriate to the
borrowerés abilit
years.
7(ay-Equipment, Fixtures, or 10 years except when the When maturity exceeds 10 years, lender
Furniture useful life of the asset must document the loan file that the
exceeds 10 years reasonable economic life of the asset(
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Program/Use of Proceeds

Maximum Maturity

See Note 1 below

Additional Considerations

acquired is greater than 10 years and
final maturity must not exceed the use
economic life or 25 years, whichever ig
less.

7(a)-Real Estaté including
Acquisition, rehabilitation,
renovation or construction

Up to 25 years (See Note
2)

The maximum maturity for these loans is
25 years plus any additional period
reasonably necessary to complete the
construction or improvements.

7(a)-Mixed Purposes

May use blended maturity|
or a maturity up to the
maximum for the asset|
class comprising the
largest percentage of
the use of proceeds.

When loan proceeds are used for multiplg
purposes (land & building, working
capital, and machinery & equipmeior
the refinancing of any these purpdses
the maturity may be the blended
maturity based on the use of proceeds|
up to the maximum for the asset class
comprising the largest percentage of th
use of proceeds.

International Trade Loans

Same as 7(a)

Export Working Capital
Program

Up to 3 years

For single transactions, maturity should
correspond to the length of the
transaction cycle, usually not to excee
18 montfs. Maturities greater than 18
months may be approved, if justificatio
and recommendation for a longer
maturity is inclu
report. For revolving lines of credit, the
maturity is typically 12 months. The
lender may request-issuancef a line
(new loan & loan number) no earlier
than 45 days prior to maturity of the
existing line.

CAPLines

Up to 10years(except
Bui | @APLIGes
which cannot exceed 5
years)

Seasonal, Contract, or Builder loans whic|
finance a single transactiohauld have
a maturity tied to the seasonal cycle,
contract completion date, or project
completion date. AICAPLines must
have an exit strategy. Final disbursem
should occur far enough in advance of|
maturity so that a sufficient amount of
time is availdle for the assets acquired
with proceeds to be converted back to
cash and final payment.

SBA ExpressPatriot Express
and Export Express

Term loans-same as 7(a).
Lines of Credit LOCs)
up to 7 years.

SBA Expres4. OCs may consist of a
revolving periodand maturity
extensions of any length, as long as th
combined term does not exceed 7 yeal

For Export Express transactional lines of
credit, the maximum term is 7 years ar|
no disbursement can be made for an
export transaction where payment by t|
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Program/Use of Proceeds Maximum Maturity Additional Considerations

See Note 1 below

foreign buyer will occur after the
maturity date of the loan.

NOTE 1:Loan maturity must not exceed the period of the guardihig. prohibits such
structures as a working capital loan with ayEar maturity and an SBA guaranty limited
to 10 years.

NOTE 2:The 25year maximum maturity is not applicable for loans processed under the
Builders Loan Prograr(i3 CFR 120.396

A.

Establishing the Repayment Perid® CFR 120.21p

When lenders establish a repayment dakeeand loan maturity, they must consider

the following:1) t he borrowerdés ability to repay,
useful life of the assets being financ8@&A has instructed the fiscal and transfer

agent to stop the sale into the secondaryketaf a loan when the maturity exceeds

the regulatory limits.

. Establishinghe Maturity Date

The maturity date for a 7(a) loan is set in terms of the number of months from either
the date of Note or the date of initial disbursement to the date whepdyrakent is
due.

Maturity When Refinancingxisting Asset®r a Business Acquisition

1. The maximum maturity for a loan used to refinancead estate or fixed asset
loan shalbethe remaining useful life of the asset(B)h e | doandapatygiss
must document and justify that the asset(s) being refinanced has a useful life at
least as long as the maturity provided.

2. The maximum maturity for a loan used to refinance a business acqusitibn
be 10 yearsunlesghe largest percentagf thes ma | | busiismtemls s6s as
estatewhich would permit a maturity up to 25 years

SBA ExpressExport ExpresandPatriot Expres$laximum Maturities andhe use
of Non-Financial Default Provisions

1. SBA ExpressExport ExpresandPatriot Expresloans must have a stated
maturity andhe maturities are the same as any other 7(a) loan, except that
revolving loans are limited to a maximum maturity of 7 years, including any
At eacurt 0 pog Expoot Bxpress transactional lines of credit, the
maximum term is 7 years and no disbursement can be made for an export
transaction where payment by the foreign buyer will occur after the maturity
date of the loan. For Export Express general lines of credit, the maximum
maturity is 7 years and theremustba -dtuteomperiod to all ow
orderly amortization of the entire loan balance. If at the end of the revolving
period the Export Express borrower still has the need for a revolving line of
credit, the lender must issue a separate Export Expassdoneet this need.
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2. Nonfinancial default provisionare allowed under SBA Expre€sxport
Express and Patriot Expresmder the following conditions:

a) Nonfinancial default provisions are loan conditions that, if violated,
would cause the loan to be in default even though the borrower has made
all payments as agreed.

b) Nonfinancial default provisionsust be substantive antust be agreed
to bythe borrower in writing at loan closing;

c) Theprovisionsmust be consistent with teeused bylenderon its
similarly-sized norSBA guaranteed commercial loans;

d) A lender may not request purchase of the guaranty solely based on a
violation of a norfinancial default provision (seE3 CFR 120.52)) and

e) A maturity date must be established in the néte.example, a line of
credit couldstate that it is payable upon demand under certain conditions,
but in no case later than a certain date.

3.  Revolving loans may be established as renewable each year, provided they do
not exceed the maximum 7 year tetrander may not charge renewal fees If
one year loan is renewed, Lender must pay the guaranty fee for loans with a
maturity in excess of 12 months. See paragk&h of this chapter for further
discussion of guaranty fees on renewals of stesrh loans.

4. The term of a loan may not exceed fteriod of the SBA guaranty commitment.
E. Maturity of CAPLines

With the above noted ex dermpakinunmatiriyonaBui | de
CAPLine is10years.Any CAPLine with a maturity of less thakO years can be

renewed as long as the total rexmng repayment period does not exc&é@@months.

The renewal is an extension of maturity (not a new loan). Thus, the loan number

remains the samé.the original maturity was for 12 months or less, and the new

maturity exceeds 12 months, an additionargaty fee will be dueSee paragraph

V.G. of this Chapter.

F. Maturity of EWCP Loans:

1. Gener al: The maxi mum maturity of an E\
guaranty rerains in effect for disbursements made through the maturity date,
subject to the terms andruwtitions of the loan authorization and loan
documents. With the exception of a disbursement made to fund a drawing
against a letter(s) of credit that was issued under the EWCP before the maturity
date, disbursements made after the maturity date are vexecounder the
guaranty. The maturity of the loan is:

a) The date specified in the loan authorization. Such date will not be longer
than 36 months from the Notetda If the loan is not reissued, or
extended, all outstanding amounts are due and payaltataday.

b) Standby Letters of Credit. Unless SBA provides prior written consent,
Standby Letters of Credit supported by an EWCP loan must expire before
the | oan maturity date. I f the | end
and makes a disbursemefteathe maturity date bease there has been a
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draw on a standby letter of credit which was issued under the EWCP prior
to the maturity date, such disbursement will be covered by the guaranty.

2. Specific Types of EWCP loans:

a) Single Transactioispecific Loan A nonrevolvingloan that supports a
specifically identified, single export transaction. While the term of a
transactiorspecific loan typically should not exceed 1 year, SBA may, on
a caseby-case basis, approve a longer loan term (up to 36 months) to
allow for an extended production cycle

b) Transaction BaseRevolving Line of Credit: A revolving line of credit
can support either multiple export transactions or a single, specifically
identified export transaction on a continuous basis during thecatetime
loan While the term of a revolving line of credit typically does not
exceed 1 year, SBA may allow an initial commitment up to 36 months
with annual renewals.

c) Asset Based Loans (ABLs): ABLs are revolving lines of credit supported
by a monthlyBorrowing Base Certificate which reports levels of assets,
normally accounts receivable and inventory, supporting the loan amount.
ABLs are typically committed for 12 months andissued annually
Because a ressuance of a loan is a new loan, anothergnty fee is due
each time the loan is4iesued. (See the discussion of guaranty fees in
Paragraph V of this Chapter.)BAs, howevercan have up to a 36 month
maturity with annual renewalshe lender must supply to SBA updated
financial statementsn the borroweannually

V. INTEREST RATES

A. General Policy on Interest Ratds8 CFR120.213120.214120.215

1. Aloan may have a fixed or variable interest rakee maximum interest rate
t hat may be established for any 7(a) |
interest rates, which preempts any pr o\
Thelender negotiates the interest rate with the Small Business Applicant,
subject to SBAGS maxi mum r at es.

2.  SBA will periodically publish the maximum allowable fixed interest rate in the
Federal RegisteiThe maximunallowablefixed interest ratavill be basedon
the cost of converting floating rate noteto afixed rate note using thelBOR
Swap Rate.For a listing of the current maximum allowable fixed interest rates,
seehttp://www.colsonservices.com/main/news.shtffie maximum allowable
fixed rate may only be used by a lender if such rate will be in effect for the
entire term of the loan, without adjustment or resatherwise, the maximum
rates for variable rate loamsll apply:.

3.  For variable interest rate loankgbase rate in effect on the first business day of
the month will determine the bador the initialinterest ratéor anycomplete
loan application received by SBA during that mofitheinitial noterate must
not exceed SBAOGSs maximum interest rate.
interest rates an acceptable base rate plus allowable spidsspreadbove
the base ratas identified in the Note may not be changed during the life of the
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loanwithout the written agreement of the borroweétor further discussion of
variable interest rates, see paragraph C below.

4. Default interest rates are not permitted except as described below for SBA
Express Patriot Express and Export Express

5. For loans with a variable interest rate, the following terms must be defined:
a) Base Rate:

(1) For standard 7(a), CL&d PLFoans, there ardteeacceptable
base rates:

(@ The Prime Rate

(b) One Month Londn Interbank Offered Rate (LIBOR) plus 3
percentage poin{d.IBOR Base Rate)or

(c) The SBA Optional Peg Rate

(2) ThePrime or LIBORBase Rite will be thatatewhich is in effect on
the first businesday of the monthas identified in a national
financial nevspaper or websiteThis rate may be found in the
newspaper on theecondousiness day of the montlf.a website is
used please ensurehethertispu bl i shing ther curren
the previous daydéds rate as some ne
prev i ous d dahe®gtional eég&Rate is a weighted average of
rates the federal government pays for loans with maturities similar to
the average 7(a) loarSBA calculates angublishes the Optional
Peg Rate quarterly in tlieederal ReqisterBaseRates will be
rounded to two digits with .004 being rounded down and .005 being
rounded up.

(3) For SBA ExpressPatriot Express and Export Expregissaddition to
the above rates a lender may use the same base rate of intesest it u
on its similar noASBA loans with one exceptiol.the loan is sold
in the secondary market, only the base rates identified in the above
paragraph are permitted.

b) Frequency of change;
c) Range of fluctuation; and
d) Ceiling and floor (if any).
6. Lender must niify the appropriate Commercial Loan Servicing Cemtkany
changes to the Note terms related to the interest rate after the loan is disbursed

7. Reference Chart on Interest Rates
SBA QUICK REFERENCECHART No. 4 Maximum Interest RassAllowed

Product Interest Ratei The Limitations
published maximum
allowable fixed rate or if

variable:
Standard 7(a) Loans $25,000 or less Cannot exceed PrimeIBOR SeeParagraphs B through E
(Maturity less than 7 years) Base Rate, or SBA below
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